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Preface 


Reform of the retirement income system is one of the 
major priorities of the Government of Canada. A series 
of recent studies has confirmed this need for change 
and proposed a variety of solutions to strengthen the 
Canadian pension system. 

On March 31, April 1 and 2, 1981, the Government 
of Canada convened the National Pensions Conference 
to give the partners in the pension system — govern- 
ments, the pension industry, employers, employees, 
unions, women’s groups, pensioners and individual 
Canadians — an opportunity to assess these various pro- 
posals and to recommend changes which they believe 
will make the private pension system operate more 
effectively for the benefit of all Canadians. 

In the view of the government, four major areas 
merited the particular attention of the Conference 
delegates: 


@ The inadequate coverage of the labour force; 

@ The lack of protection against inflation; 

@ The special barriers that women encounter in ac- 
quiring a reasonable pension entitlement; and 

e@ The difficulties faced by mobile workers in keeping 
their pension entitlements intact. 

In sponsoring the Conference, the federal govern- 
ment wanted to give all the partners in the pension 
system a forum to exchange ideas on these important 
issues. As well, the Government of Canada wanted to 
give all governments the chance to hear the views of the 
delegates. The Conference was designed as a starting 
point in the process of consultations with provincial 
governments and the other partners that will ultimately 
lead to an improved and strengthened pension system. 

These Proceedings present a verbatim account, with 
translations, of the plenary sessions at the National Pen- 
sions Conference. 
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The Right Honourable Pierre Elliott Trudeau 
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Opening Address 


The Right Honourable Pierre Elliott Trudeau 


Prime Minister of Canada 


My colleagues, Allan MacEachen, Monique Bégin, 
ladies and gentlemen, I had two reasons for coming 
here this morning. The first was to add to my friend and 
colleague Allan MacEachen’s welcome to you, to wel- 
come all of you, on behalf of the Government of 
Canada, to this vitally important Conference, one in 
which I know so many of you have put so much work 
and such high hopes. 

The second is that, unlike a lot of the younger folk | 
see here, I have an increasing personal interest in the 
subject of pensions. I think you have heard it said, in 
another context, that I’m obsessed with my personal 
time-table. Well, I want you to know that if you want to 
provide me with a nice transition to my retirement, 
you've perhaps only got another five, ten years to work 


_at it, and that’s why I want to wish you luck! 


In fact lasked Monique what I could say this morn- 
ing which would motivate you to find a good solution to 
happy retirement, and to ensure that this Conference 
would be a great success. She suggested I announce that 
if you devise a great pension scheme for Canadians, 
then I might retire very soon. I know we're going to 
miss you Monique! 

_ _ But one thing we don’t want to miss is the oppor- 
tunity that this National Pensions Conference has to 
achieve two very important objectives. 

The first is to raise the general awareness of Canadi- 

ans of the serious problems and frequent unfair- 

_ness of our pension system. The second is to 
explore ways of reforming that system. 

We know that the aging of the Canadian population 
adds urgency to our task. Whereas, today, nine per cent 
of our people are sixty-five or older, that percentage—as 
I’m sure you all know—will rise to twelve by the year 
2001, and twenty by 2035. I know I shouldn’t be quoting 
these statistics to people who know them so well; they 
are probably here for that very reason! But, of more 
immediate concern is the knowledge that fifty per cent 
of our current pensioners receive the Guaranteed In- 
come Supplement, and a third of these receive the 
maximum Supplement, meaning they have little or no 
other income. We must ensure that these people, who 
have no other resources, can live in health and dignity. 

The reform of our pension system is vital if we wish 
to build a country devoted to social justice, to sharing, 
and to fairness. 


Pension reform represents a key step ina process of 
social reform which has a long and honourable history 
in Canada. As a people, we have consistently sought 
better ways to assure that all Canadians share fairly the 
wealth and opportunity of this country. 

Throughout the history of Canada, and especially 
in the post-war years, particular social needs have as- 
serted themselves at different times, and have been met 
by social programs which became permanent and bene- 
ficial features of our national life. 

The devastating financial impact of losing a job 
prompted the Unemployment Insurance program. The 
needs of struggling young families brought about the 
federal Family Allowance program. The catastrophic 
effect of high medical bills at times of serious illness gave 
birth to medicare. 

These are all programs in which the federal govern- 
ment took the lead in protecting Canadians against the 
worst effects of problems over which they had no 
control. 

These are all Liberal programs adopted by succes- 
sive governments sharing a common commitment to the 
rights and dignity of the individual person. 

From the beginning of the process of social reform 
in Canada, the serious problem of poverty among the 
elderly gave rise to grave and continued concern. 

The Government of Canada, in Mackenzie King’s 
time, began a modest old age pension program, which 
was gradually improved over the years. In Prime Minis- 
ter Pearson's day, the government added the Guaran- 
teed Income Supplement for those who had no other 
income. As you know, the government which I lead has 
indexed these pensions to the cost of living. 

This constant concern for the elderly poor is now 
the Canadian government's major social policy priority. 

The Government of Canada has convened this Con- 
ference in order to listen to men and women 
representing business, labour, the pension industry, 
current pensioners, and those who will benefit in the 
future from pension reform. We want to find out how 
you would like to work with the provincial governments 
and ourselves to create a better pension system. lam 
very pleased to see many representatives of provincial 
governments here. I take it as a welcome indication of 
the equally high priority they place upon this issue, for 


vt 
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their role is central if we are to succeed in the work 
ahead of us. 

The Government of Canada has not come to this 
Conference with answers, but with questions. We want 
to listen to you and participate with you and the 
provinces in elaborating a reform process. 

Among the two important issues you will address 
is the question of what constitutes an adequate level of 
post-retirement income. What is enough? Does it vary 
with pre-retirement income levels? 

It may be that the high personal savings of the bet- 
ter-off Canadians will provide them with nearly perfect 
retirement income. Meanwhile the poorest of Cana- 
dians may also receive somewhat adequate replacement 
incomes—certainly the majority of welfare recipients 
are better off after they become sixty-five than they were 
before they reached that age. The combination of 
OAS/GIS and the top-ups available in many provinces is 
better than virtually all social assistance levels. 

It is the middle-income earners who often suffer the 
largest relative drops in income after retirement. 

In this connection, the extent of coverage by the 
private sector pension plans should receive your atten- 
tion, and your views will be of great interest to both 
federal and provincial governments. Put simply, people 
must be protected in their retirement years. The Cana- 
dian government has pledged that they will be better 
protected in the future than they are now. 

Consider another key issue. Pensions which are not 
protected against inflation naturally tend to dwindle 
over the years. People who thought they had purchased 
protection for the rest of their lives find that they have 
more serious financial problems the older they become. 
The unfairness of that situation, particularly when the 
savings pool to which they have contributed may have 
been reaping inflationary interest premiums, is not tol- 
erable in a nation which believes in social justice. So we 
hope to hear how you propose to deal with the problem 
of inflation and the consequent adjustment of pension 
benefits. 

The third vital issue is that of portability and vest- 
ing. How can we ensure that Canadians can move freely 
across Canada, seeking the best opportunities and con- 
tributing to our national development, without feeling 
concern that they will leave themselves financially crip- 
pled in old age? How should that concern be balanced 
with the employers’ concern over the stability of his or 
her labour force? How best can the issue of portability 
be handled in the private and public sectors? 

A fourth issue before you is the treatment of 
women in the field of pensions. Of great concern to 
women are survivors’ benefits. Stories abound of wid- 
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ows whose pension entitlements are drastically reduced - 
or eliminated upon the deaths of their spouses. These 
women contributed for all their adult lives to the well- 
being of their families, and shared the burden of a re- 
duced disposable family income over the years in order 
to save for retirement. They are then often left without 
any pension protection other than that provided by the 
public sector. 

Those are among the crucial questions to which we 
hope to hear your answers. What do we foresee as the 
next steps in pension reform? As I have already empha- 
sized, the answer to that question will take full account 
of your deliberations here, and the views and proposals 
which various organizations have put forward. 

In speaking about the next steps to be taken, I must 
refer to the very high priority which we attach to this 
issue. We in the Canadian government hold the view 
that we must help first those who need help the most. 

That is why our first legislative action, after the elec- 
tion of last year, where Allan made such resounding 
speeches introducing me here and there was to raise the 
monthly payment to those receiving the Guaranteed In- 
come Supplement. That is why, also, we are determined 
to bring about substantial pension reform during our 
present mandate. 

That determination imposes a sense of urgency 
upon the scheduling of consultations and of the legisla- 
tion that will necessarily flow from it. 

So, over the next few months, we will give very 
serious consideration to the advice we will hear from 
this Conference, and we will prepare a concrete set of 
federal objectives. Our objectives, of course, will reflect 
the fiscal and economic climate of the country. 

We would hope that the provincial governments 
will agree to meet with us in July, to refine the objectives 
together, to learn more about provincial points of view, 
and to begin to work out ways in which Canada and the 
provinces will jointly implement pension reform. 

Those federal-provincial discussions will obviously 
be very important, because of the pre-eminent provin- 
cial jurisdiction in the regulation of private sector plans, 
and because of provincial involvement in the Canada 
Pension Plan. 

It is increasingly urgent to ensure a secure future 
for all Canadians as they reach their retirement years, 
and to ensure that all our people recognize the benefits 
and opportunities opened to them through a more com- 
plete and more equitable pension system. 

That is our goal—an essential goal—worthy of this 
country. In the pursuit of that goal, am very happy to 
count you, and thousands like you throughout Canada, 
as willing and committed partners. 
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Shirley Carr 


The Income Situation of Elderly Canadians: Present and Future 


Shirley Carr 


| The “Income Situation of Elderly Canadians: Present 
and Future” is not a subject that should leave anyone 
feeling very comfortable. The high incidence of poverty 
among the current elderly has been a well established 
fact for years and this fact is re-established time and 
again with each new report that is issued on pensions in 
Canada. The fact that large numbers of our current el- 
derly live in an impoverished state should give us cause 
for concern about the justice with which the elderly 
have been treated. However, we should also be con- 
cerned because most of us will be part of the elderly 
population at some point in time and unless the income 
situation of the elderly has changed, then the future we 
can look forward to is far from bright. 

Before turning to the actual statistics on the income 
situation of the elderly, a number of preliminary re- 
marks are worth making. The first is that in talking 
about the incomes of the elderly, [am primarily con- 
cerned with the incomes of people over 65. For most 
Canadians age 65 marks a watershed in personal and 
economic experience. Active employment ceases to be 
the major preoccupation of one’s waking hours and in- 
come from employment ceases to be the major source of 
people’s income. In order to break up some needless 
monotony in these remarks, I will use the terms “re- 

_tirees”, “pensioners” and “the population over 65” 
interchangeably with the term “elderly”. 

Despite the fact that active employment ends at 65, 
this does not mean that the period of one’s life after 65 is 
idle or inactive. Indeed if one’s health and financial re- 
sources are adequate, it can be a full and active period of 
life. It can be a time in which community, social and 
recreational activities which a person has not had time 

for during their working life, can now be undertaken. 

The period of one’s life after 65 is also much longer 
than is often realized. For Canadian males who survive 
to age 65, the average life expectancy is 14 years and for 
Canadian women it is 18 years. In other words we are 
talking about a period that is equivalent to nearly 20% of 
one’s life when non-employment income will be re- 
quired. Moreover, the length of the retirement period 
will become longer as average life expectancies increase 
in the coming decades. 

The retirement period is also a period during which 
almost half of Canadians are single. This means that 
when we think about retirement incomes, the relevant 
situation to think about for most Canadians is not a 
situation in which two married spouses are living to- 


gether. Not only is the married partner's image an 
inapproprate way to characterize the current population 
over 65, but it will become a less appropriate image in 
the future. 

If the lengthy period of retirement is going to be the 
happy and fulfilling period that we hope it will be, both 
for ourselves and for others, then our retirement in- 
comes must be adequate. An adequate retirement 
income cannot guarantee a happy period of old age, but 
the absence of it can almost guarantee the opposite. 
This relationship between inadequate retirement in- 
come and general dissatisfaction with retirement was 
well documented in the two-volume report, Retirement 
in Canada, which was published several years ago by the 
Department of Health and Welfare. 

If we all agree that incomes in retirement should be 
sufficient to support a full and active life, we are still left 
with the question of what standards should be used to 
judge whether retirement incomes meet that goal. I 
would like to suggest three standards that can be used 
to judge whether retirement incomes are adequate. 

The first standard is that retirement incomes should 
be above the poverty line. This standard should be met 
regardless of a person’s pre-retirement earnings. Ina 
country that enjoys the general prosperity and abun- 
dant resources that Canada does, there is no excuse for 
failing to make this minimum income guarantee to the 
elderly population. 

The second standard is that retirement income 
should be sufficiently high in relation to a person’s pre- 
retirement income so that the move from active employ- 
ment to retirement does not involve a substantial 
decline in living standards. Because there are certain tax 
advantages for the population over 65 and because cer- 
tain work related expenditures cease at that time, it is 
probably not necessary that one’s retirement income be- 
fore taxes be equal to their pre-retirement income before 
taxes. A rule of thumb that will suggest whether this 
income replacement standard is being met is that pre- 
tax retirement income should be about 75% of pre-tax 
income before retirement. 

The final standard I wish to propose for judging the 
adequacy of retirement incomes is that they grow with 
the cost of living. This standard may be viewed as a 
derivative of the first two, but it is worth stating sep- 
arately in view of the controversy that has surrounded 
the question of pension indexing. Over the past fifteen 
years, which is the approximate life expectancy of some- 
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one retiring in 1965, the cost of living has gone up by 
162%. Individuals who retired in 1965 with an unin- 
dexed retirement income would find today that they 
could only purchase 38% of the goods and services they 
could when they first entered retirement. People who 
faced such a substantial decline in their living standards 
over the period of retirement could have begun their 
retirement with an income that was adequate as judged 
by the first two standards, only to discover that inflation 
made their income increasingly inadequate as the years 
went by. The absence of indexing not only undermines 
the standard of living of the retirees, it permits the 
wholesale redistribution of income from retirees to 
other elements in society. 

If we judge the incomes of the current elderly 
against these standards of adequacy the picture that 
emerges is not very satisfying. As of 1978—the latest 
year for which statistics are available—we still find that 
more than one quarter of all family units with the chief 
income earner over 65 were living on incomes that were 
below the poverty line defined by Statistics Canada. Ap- 
proximately 60% of unattached individuals had incomes 
below the poverty line. Bearing in mind that almost half 
of the population over 65 is made up of unattached indi- 
viduals, the incidence of poverty among the aged 
remains shockingly high. 

As far as the income replacement standard is con- 
cerned, it is difficult to establish precise statistical 
evidence of the degree to which this standard is being 
met. The chief problem in this area is that we do not 
have data on the movement of individual incomes 
through time and therefore we cannot match the retire- 
ment incomes of people over 65 with their pre- 
retirement incomes. Nonetheless we know that the inci- 
dence of poverty among the current population over 65 
vastly exceeds the levels of poverty among the active 
work force and this in itself suggests that the incomes of 
the over 65 population have dropped from their pre- 
retirement levels. In addition the federal government 
Task Force on Retirement Income Policy developed a 
methodology for trying to estimate the degree of income 
replacement that the current elderly is receiving. Their 
estimate was that the average income replacement for a 
wide spectrum of middle-income earning Canadians 
was 55% on an after-tax basis. This is far below the 75% 
gross replacement standard established earlier on in my 
remarks. 

As far as the indexing standard is concerned, the 
degree to which it is met depends heavily on the source 
of retirement income. The current elderly derive their 
incomes from a variety of governmental and non-gov- 
ernment sources. The federal government provides 
retirement income through the Old Age Security pro- 


16 


gram and the Canada Pension Plan which has only paid 
full retirement benefits since 1976. In addition, the 
federal government provides retirement income to the 
low-income earners over 65 on an income-tested basis 
through the Guaranteed Income Supplement. It is a sad 
comment on the incomes of the current elderly that 

more than half of all recipients of the OAS receive at 

least some GIS payments and almost 20% receive the 

full GIS payment which is only available to people with 
no income other than the OAS. In addition, several 
provincial governments provide “Top-Ups” to the GIS 
which raise the minimum income guarantee to the pop- 
ulation over 65 in their province. The chief non- 
governmental sources of retirement income are employ- 
ment-based pensions and the returns to private savings. 
The forms of savings that are relevant to providing re- 
tirement income are extremely diverse but in recent 
years, the Registered Retirement Savings Plan has be- __ 
come the most noteworthy because of its widespread | 
use among upper income Canadians. 

Of the various forms of retirement income that are 
available to the current population over 65, the national 
pension programs (OAS, GIS and CPP) account for ap- 
proximately 60% of all income going to this group and 
these programs are fully indexed to changes in the cost 
of living. Investment income accounts for another 25% | 
of the income of the elderly and, generally speaking, it 
does not increase automatically with the rate of inflation. 
Finally, employment-based pensions account for just 
under 15% of the income of retirees and, generally | 
speaking, there is no growth in this source ofincome 
with inflation. There are some notable exceptions to this 
rule in the public sector and in a handful of private 
sector plans. In addition, a significant number of large 
private sector plans increase benefits in pay in light of 
inflation. But these adjustments are not automatic and 
they seldom take full account of the degree to which 
inflation has undermined the real value of pension pay- 
ments. Moreover, in the smaller employment-based 
plans there is no evidence one way or the other on the _ 
frequency or size of inflation adjustments. 

It should be clear that the degree to which the | 
indexing standard is met depends very heavily on the 
source of one’s retirement income. The only sources of 
retirement income that fully meet the indexing standard 
are the national pension programs and the handful of 
employment-based plans that are fully and automat- 
ically indexed to the cost of living. Other sources of 
retirement income only meet this standard to a degree 
and in many cases, I am fearful, the degree is zero—or 
close to it. 

In this context it is worth noting too, what happens © 
when a person enters retirement with a total retirement 
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income that is made up of a fully indexed portion from 
OAS and CPP, and an unindexed portion from an em- 
ployment-based plan. Under a favourable set of 
circumstances, a worker whose pre-retirement earnings 
were at the Average Industrial Wage might receive a 
retirement income from OAS and CPP equal to about 
40% of his or her pre-retirement earnings and an addi- 
tional 35% in an unindexed pension from an employ- 
ment-based plan. During the first year of retirement the 
income replacement objective is met and the employ- 
ment-based pension accounts for approximately 47% of 
total retirement income. But, after 15 years of inflation 
such as we have just had, the situation changes dramat- 
ically. The government portion of the total retirement 
income will still provide the equivalent of 40% of pre- 
retirement earnings. But the employment-based pen- 
sion will now provide the equivalent of less than 13% of 
pre-retirement earnings rather than 35%. The total of 
pre-retirement income that is replaced will have drop- 
ped from the satisfactory level of 75% to the 
unsatisfactory level of 53% and the share of total retire- 
ment income coming from the employment-based plan 
will have dropped from 46% to 25%. 

As judged by the standards of an adequate retire- 
ment income that I set out earlier in my remarks, the 
incomes of the current population over 65 measure up 
very poorly. A substantial percentage of the elderly— 
somewhere in the neighbourhood of 35 to 40% —are 
living on incomes that do not meet the minimum in- 
come standard. Moreover we have good reason to 


believe that large numbers of retirees are not receiving 
an adequate degree of income replacement and, on 


average, retirees are living on incomes that fall well 
short of this standard. Finally, as far as indexing is con- 
cerned, the incomes of the elderly only meet this 
standard fully to the extent that they rely on national 
pension programs or the handful of fully indexed em- 
ployment-based pensions. 

Whether the bleak income situation of the current 
elderly will be turned around in the future depends on 
the interaction of a complex set of factors. First and fore- 
most among these sets of factors are political decisions 
that have to be made about the nature of the retirement 
income system that will provide for current and future 
retirees. The second key set of factors is the impact of 
some decisions that have already been made in both the 
public and the private sectors which have not yet hada 
chance to have their full impact on the retirement in- 
comes of Canadians. The final set of factors is a 
combination of social and economic changes that will 
affect the incomes of the elderly. I would like to discuss 
these three sets of factors in reverse order and comment 
on their likely impact on the future income situation of 


the population over 65. 

Retirement income programs are so thoroughly em- 
bedded in the social and economic fabric of society that 
the social and economic trends that will affect the in- 
come situation of retirees are innumerable. Obviously 
one could not comment on all of them ina brief talk. 
Nonetheless some stand out as having such an obvious 
impact on future incomes of retirees that they cannot 
escape comment. 

The aging of the Canadian population has caused 
particular heartache to some observers of the Canadian 
pension system. These people have noted, quite cor- 
rectly, that the income that the active labour force has to 
give up in order to provide incomes to the elderly under 
the pay-as-you-go national income programs, grows 
with the ratio of the population over 65 to active work- 
ers. They have looked at some rather extreme 
projections in the growth of that ratio and have sur- 
mised that somewhere in the future, the active work 
force will get so fed up with paying the retirement in- 
comes of the future pensioners that they will rebel and 
refuse to pay those incomes. In other words they are 
worried that the cost of supporting an elderly popula- 
tion which is proportionately larger, will lead to an 
attack on the income programs for the future elderly. 

Personally, I do not share this pessimistic view of 
the future. Even if the most dramatic predictions of the 
aging of the population proved to be accurate—and this 
is quite unlikely—the rates of economic growth that 
Canada has experienced over the past half century 
would outstrip the rate of aging of the population quite 
substantially. The effect of this is that the incomes of the 
active work force could continue to grow while provid- 
ing for a larger group of older citizens. In short, the 
active work force will not have to sacrifice their real stan- 
dard of living in order to provide for a larger group of 
retirees. In this connection we should also note that a 
number of European countries which have more gener- 
ous national retirement income programs than Canada, 
have already reached a situation where the portion of 
their population over 65 is as high as that predicted for 
Canada. 

If the aging of the population does not pose a seri- 
ous problem for the incomes of the future elderly, the 
combination of higher rates of unemployment and 
higher rates of labour turnover do. Under programs that 
are designed to provide income replacement—like the 
Canada Pension Plan and employment-based pen- 
sions—continuous years of service under the plan is a 
major factor in determining a person’s ultimate pension 
entitlement. Both the persistently high rate of unem- 
ployment that Canada has experienced over the past 
decade and the evidence of higher rates of labour mobi- 
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lity threaten the ability of workers to accumulate longer 
periods of continuous service under income replace- 
ment programs. Interruptions inemployment with a 
particular employer are especially problematic under 
employment-based pensions because of their lengthy 
vesting periods and their general lack of portability. 
Under the CPP these problems are far less severe since 
vesting is automatic and the plan is completely portable 
within Canada. Nonetheless, the plan will ultimately 
require 40 years of employment between ages 18 and 65 
in order to get full benefits at 65 and the persistence of 
high rates of unemployment may mean that many work- 
ers will not be able to satisfy this requirement. 

Finally, the high rates of inflation that Canada has 
experienced over the past decade will persist for some 
time into the future and this fact promises potential 
jeopardy for the incomes of future retirees. As I noted 
earlier, this is obviously true in that the real incomes of 
retirees can be dramatically undermined during the re- 
tirement period. But inflation can undermine retirement 
incomes of the future pensioners in two other respects, 
both of which have their primary effect on the income 
replacement standard of adequacy. 


First of all, if an employee has met the vesting re- 
quirements of a pension plan and has earned a deferred 
benefit, the value of the deferred benefit will decline 
during inflationary periods unless it is indexed. This is 
not a problem under the CPP which revalues all benefit 


credits at the time of retirement to reflect increases in 
the Yearly Maximum Pensionable Earnings between the 


time when contributions are made, and the time of re- 
tirement. But it is a serious problem under the majority 
of employment-based plans which do not revalue de- 
ferred benefits. 


Persistent inflation can also undermine the incomes 
of the future elderly if the basic benefit formula under 
retirement income programs are not sensitive to increas- 
ing prices and wages. Approximately 60% of the 
members of employment-based plans are in plans that 
do this by tying pension income to the final or the best 
earnings that an employee has under the plan. But the 
40% of members of pension plans that are not of this 
type, do not have the protection against the effects of 
pre-retirement inflation that these plans afford. The 
CPP accomplishes the protection against pre-retirement 
inflation by revaluing contributions in the manner de- 
scribed a moment ago. 

In addition to these very general social and eco- 
nomic trends that will affect the incomes of future 
retirees, two more specific ones are worth noting. The 
first is that the proportion of the elderly population ac- 
counted for by single women will grow; and, women 
are increasingly active participants in the labour force. 
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This combination of changes may produce some contra- 
dictory results when the incomes of pensioners are 
assessed in relation to the income standards that I dis- 
cussed early on in this talk. 

Because large numbers of women did not partici- 
pate actively in the labour force in the past, they were 
economically dependent on their spouses both before 
and after 65. When they became elderly they relied on 
income from the OAS and survivors benefits from pub- 
lic and private sources. Unfortunately, they also found 
that they had to rely very heavily on GIS. But, the in- 
creasing labour force participation of women will 
change that pattern. Virtually all women who have par- 
ticipated in the labour force will be entitled to CPP 
retirement benefits in their own right and they will not 
have to rely on survivors benefits. Moreover, despite the 
combination of long vesting periods and higher job 
turnover among women, increasing numbers of women 
will become entitled to.employment pensions in their 
own right. Both of these developments promise to im- 
prove the income situation of elderly women in the 
future and reduce their reliance on GIS. 

On the other hand, these changes in the employ- 
ment status of women may produce a minor paradox. 
As long as women remained unemployed prior to age 
65 but received an OAS benefit equal to 15% of the Aver- 
age Industrial Wage, they contributed very positively to 
the net replacement income of a couple. Their OAS ben- 
efit simply helped offset the income loss associated with 
their spouse moving into retirement. But now that the 
majority of women are significant income earners in 
their own right, their OAS must be treated as a way of 
offsetting their own loss in income as they move into 
retirement. Increasingly the replacement income of a 
couple over 65 will involve the replacement of two sep- 
arate incomes. The paradox is that the changing labour 
force status of women may help bring elderly women up 
to the minimum income standard, but it may also make 
it more difficult to satisfy the income replacement stan- 
dard for a couple. 

It must also be noted that while the increasing la- 
bour force participation of women will improve their 
future retirement incomes, there are some age cohorts 
in which a very large percentage of the female popula- 
tion contribute to the CPP. But it remains the case that 
long periods of service under this plan by women still 
require important changes if all women are going to 
benefit fully from the plan. Most of the key changes 
have to take place outside the pension system itself. 
Steps must be taken to allow greater access to jobs by 
women, the barriers to jobs which have traditionally 
been defined as “male” must be broken down; and, we 
must get serious about equal pay for work of equal 


value. Within the pension system, it is important that 
proposals such as the CPP child drop-out proposal be 
adopted so that women are not penalized for perform- 
ing child-rearing duties that they normally take on. 

In addition to these social and economic changes 
which will affect the incomes of future retirees, there are 
a number of decisions that have already been made by 
both governments and a combination of employers and 
trade unions which will also affect the incomes of the 
future elderly. Happily virtually all of these decisions 
will have a positive effect on the incomes of the future 
elderly once their full effects are felt. 

By far the most important of these decisions was 
made 15 years ago when the Canada Pension Plan was 
established. The plan is now designed to provide the 
population over 65 with earnings-related retirement 
benefits up to a maximum of nearly 25% of the Average 
Industrial Wage. But because it was phased-in over a 
ten-year period, maximum benefits have only been pay- 
able since 1976 so that its full effect on the incomes of the 
elderly has not been felt by people over 70 years of age. 
Furthermore, it will be another 32 years before the full 
effect of its drop-out provision is felt. 

As the CPP has matured it has made a positive con- 
tribution to both the minimum income standard and the 
income replacement standard. Virtually all commenta- 
tors on Canadian retirement income programs see the 
CPP reducing the need for GIS payments. This is es- 
pecially likely in view of the increased participation of 
women in the labour force. However, in relation to the 
income replacement standard, the positive contribution 
of the CPP is being offset to some degree by the fact that 
the OAS is representing a smaller and smaller propor- 
tion of average wages and salaries. The diminishing role 
of OAS stems from the fact that OAS benefits only in- 
crease with the cost of living which normally grows at 
2% less per year than wages and salaries. Over the 
period 1964 to 1978 the OAS declined as a percentage of 
average wages and salaries from 20% to 14%. Thus 
while the CPP is making a positive contribution to in- 
come replacement in its own right, the OAS base on 
which it stands is proving to have a somewhat sandy 
foundation. 

The maturing of the Canada Pension Plan is not the 
only program that has been affected by government de- 
cisions in a manner that will positively affect the 
incomes of the future elderly. The statistics that I cited 
earlier on the incomes of the current population over 65 
were based on 1978 data which are the latest available. 
However, since that time the federal government has 
increased GIS benefits on two occasions. These deci- 
sions have already begun to have an impact on the 
incomes of the elderly. They should guarantee that all 


couples who are eligible for OAS benefits will have in- 
comes that at least match the Statistics Canada poverty 
lines, while single individuals are guaranteed a level of 
income which remains somewhat below that standard. 
Not only is there room for improvement in the income 
guaranteed to the single population over 65, but the 
income guaranteed to couples will also have to increase 
in the future if minimum income standards are viewed 
as growing with the general wealth of society rather 
than prices. 

One government decision that may not be as help- 
ful in insuring that incomes of the future elderly will be 
sufficient is the decision made four years ago to change 
the residence requirements for OAS benefits. Prior to 
1977 anyone who lived in Canada for ten years prior to 
applying for OAS benefits was eligible for a full OAS 
payment. But in 1977 the rules were changed so that ten- 
years residency only qualified a person for one quarter 
of full benefits. Full benefits only became available un- 
der one of two conditions: either the person was a 
Canadian resident for 40 years between ages 18 and 65; 
or, they had a combined residence in Canada and a 
country with which Canada had entered into a social 
security agreement that totalled 40 years between ages 
18 and 65. 

The problem with the new residence requirements 
is that the pace at which social security agreements have 
been signed is very slow. So far only four have been 
signed—with Italy, France, Portugal and the United 
States. This means that there is a chance that after 1987, 
a good number of immigrants reaching retirement age 
will not be eligible for full OAS and GIS payments. This 
fact may undermine the ability of elderly immigrants to 
meet either the minimum income or income replace- 
ment standards. 

Outside the government sphere, decisions have 
been made that will also contribute to the incomes of the 
future elderly ina positive way. With or without the 
urging of trade unions, many employers have estab- 
lished and/or improved employment-based pensions. 
The growth in employment-based pensions was par- 
ticularly marked between the end of World War II and 
the beginning of the 1970's. Since that time, however, 
the percentage of the labour force covered by employ- 
ment-based pensions has remained quite stable in the 
40 to 45% range. In addition, there has been some 
growth in the percentage of the members of employ- 
ment-based plans who are covered by final or best 
average earnings plans. This percentage grew from 50 
to 60% between 1970 and 1978 and some future pen- 
sioners will naturally benefit from this change. 

Despite these improvements in the conditions 
under which the future elderly can earn pension entitle- 
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ments, we should also be aware of their limitations. It 
remains the case that the majority of members of the 
Canadian labour force is not covered by an employ- 
ment-based pension plan. Increasingly mobile workers 
face problems in accumulating benefits based on long 
periods of service because of long vesting periods and a 
general lack of portability of pension credits. And, 
moreover, inflation eats away at the value of both de- 
ferred benefits and benefits in pay. In the case of the 
Canada Pension Plan, it is common to deal with the 
plan as if all workers will receive the maximum benefits 
payable under the plan. But the fact of the matter is that 
new retirement benefits being paid under the plan have 
tended to hover around 70% of the maximum benefit 
payable since 1976 when full benefits first became 
payable. 

When the positive decisions that have been taken to 
provide for the incomes of the future elderly are as- 
sessed against the standards of an adequate retirement 
income, the picture that emerges is still not rosy. Some 
decisive steps have been taken in relation to the mini- 
mum income standard but the income replacement 
standard remains a problem. The federal government 
task force on retirement incomes tried to assess the in- 
comes of the future elderly in relation to this standard 
based on current arrangement for providing retirement 
income. The general conclusion it arrived at was ex- 
pressed as follows: 

“. . Lt is concluded that somewhere between one-third 

and one-half of those now under 65 who are in the middle- 

income group will encounter significant reductions in lev- 

els of well-being upon retirement when all retirement 

income sources—as well as changes in consumption pat- 

terns, tax treatment, and so on—are taken into account.” 
As far as indexing is concerned, there is nothing in place 
now that the future generations of retirees can look for- 
ward to, that is not already available to the current 
retirees, 

This brings me to the final set of factors that will 
affect the incomes of the future elderly—namely the 
political decisions that have to be made concerning the 
shape of retirement income schemes in the future. 
There is no doubt that much needs to be done if all of 
the future elderly are going to receive an adequate in- 
come. In fairness too, we should not be promising a lot 
to the future elderly that we are not willing to deliver to 
the current elderly. Whether Canadians will decide to 
provide the elderly with adequate incomes is a decision 
which is inherently political, in the broadest and best 
sense of that term, and it is also a decision which is 
inherently unpredictable. 

Whatever decisions are made about the future of 
retirement income programs in Canada, we know that 
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we will end up with a mix of public and private pro- 
grams. We know too that in relation to the standards of 
adequacy that I have discussed, the most difficult ones 
to meet are the income replacement and indexing stan- 
dards. These standards must be met for all Canadians 
and the problem we face as delegates is to consider the 
appropriate balance of public and private pensions that 
will meet them. 

Many proposals are now coming forward for the 
reform of employment-based plans in order to meet 
these standards. The most extreme proposals call for 
mandatory employment-based plans. But none of these 
proposals deals simultaneously with all of the problems 
of coverage, portability and vesting, and the effects of 
inflation both before and after retirement in the same 
even-handed way that the public plans do. A mandatory 
plan that does not provide equal benefits for equal con- 
tributions is simply not acceptable. Therefore, while we 
contemplate the reform of employment-based plans, we 
can be under no illusion about the fact that improved 
benefits from public plans are absolutely essential if all 
Canadians are going to enjoy an adequate retirement 
income. 

The job before us is a complex one. It requires 
thinking in terms of a total package of public and private 
sector reform. However, the fact that we are gathered 
here from all walks of life and all parts of the country 
should give us confidence that we have the experience 
and expertise to deal with these difficult problems. I 
hope that our deliberations will lead us to fruitful 
conclusions. 


Shirley Carr holds the office of Executive Vice-President of the 
Canadian Labour Congress (CLC) to which she was elected in 
1974, She is currently on leave of absence from her employ- 
ment with the Social Services Department of the Regional 
Municipality of Niagara. She has been active in the labour 
movement since 1960 with the Canadian Union of Public Em- 
ployees (CUPE) where she was President of local 1287. 
Provincially, she was President of the Ontario Divi- 

sion, while at the same time at the national level, she was 
elected General Vice-President of CUPE in 1969. Mrs. Carr 
held these offices until her election as an officer to the CLC. In 
1980, she was appointed an officer of the Order of Canada and, 
was the recipient of the Centennial Medal of the Canadian 
Organization for Rehabilitation Through Training. 
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Public and Private Dimensions of Pension Reform 


Claude Castonguay 


The present Conference constitutes an important step 
in a long process, linked to the history of our country, 
which has had the goal of improving the lot of Cana- 
dians in the last years of their lives. If one examines 
objectively the path which has been travelled, the pro- 
gress made has been impressive. Medical science not 
only permits increasingly large numbers of persons to 
reach retirement age, but equally as important, it 
provides a much larger proportion of pensioners with 
reasonably good health. Our production methods and 
our standard of living have reached such a level that 
every Canadian can now look forward to his retirement 
years while still active in society. It is not so very long 
ago that such a prospect was limited to only a small 
minority of our citizens. 

There now exists a surprising variety of programs, 
as a result of the initiatives taken by public and private 
authorities, which touch most aspects of the lives of 
older or retired people. These programs include hous- 
ing, income tax, education, transportation, leisure time 
and travel. In fact, throughout the years a whole series 
of programs and decisions has been implemented, on 
the one hand to keep older Canadians from living in 
poverty, and on the other hand to ensure them retire- 
ment incomes which aim at maintaining their previous 
standard of living. But despite the progress made, the 
situation is far from being satisfactory, and efforts to 
improve conditions for those in retirement must clearly 
be continued. It is against this background that we meet 
today to consider various ways by which the pension 
system can be improved. 

The role which has been given to me this morning 
is one of discussing, within their broad parameters, the 
public and private aspects of pension reform. You will 
agree with me that this is a difficult challenge, given the 
complexity of the question and the high level of knowl- 
edge of the participants to the Conference and their 
preparation for it. 

As a beginning, it is essential to review briefly the 
main stages on the path up to this time. The first impor- 
tant act related to pensions goes back to the late 1920's. It 
authorized the federal government to share in the costs 
of provincial assistance programs to older people in 
need. Some twenty years later, the Old Age Security Act 
was adopted in 1951 by the Canadian Parliament, follow- 
ing a lengthy study by a joint committee of the Senate 
and House of Commons. The foundation of our system 
of financial protection for older people had just been put 


into place. 

During the following decade, the system of income 
tax deductions for pension plans tied to employment 
and registered retirement savings plans took shape. Im- 
provements were also made to the Old Age Security 
Act. The rapid evolution of our economy and lifestyles 
altered our fundamental ideas on retirement and on fi- 
nancial security for older persons. And, with the end of 
the 1950's and the start of the 1960's, different surveys 
and studies were begun both for the federal and provin- 
cial governments. 


Those surveys and studies emerged in years which 
proved very fertile in pension development. The Can- 
ada Pension Plan and the Quebec Pension Plan became 
effective at the beginning of 1966 after lengthy negotia- 
tions between the federal and provincial governments. 
Ontario and Quebec, following the work of the Ontario 
Commission on portable pensions, adopted in the same 
period the initial legislation aimed at regulating supple- 
mentary pension plans. Their example was to be 
followed by the federal government and successively by 
various other provinces. In 1967, in order to comple- 
ment these actions, and with the objective of directly 
attacking the problem of poverty, the Guaranteed In- 
come Supplement Act took effect as a ‘residual’ 
(income-tested) program. Since then, six provinces have 
established additional supplementary income 
programs. 

This period also witnessed the establishment, vol- 
untarily or through negotiations, of a large number of 
pension plans in business and in public and semi-public 
services. It is useful to recall that, contrary to certain 
predictions made at the time, these plans not only sur- 
vived but continued to grow in importance while the 
Canada and Quebec Pension Plans were being estab- 
lished. Business and governments responsible for these 
plans thus reaffirmed their concern for the pensions of 
their employees. 

The last decade has been marked by a whole series 
of adjustments to public and private plans as well as to 
the legislation which regulates them. The lowering of 
retirement age, the necessity to exclude certain forms of 
discrimination, notably towards women, the increase in 
certain benefits to reduce poverty even further and to 
improve the protection of wage-earners, the need to bet- 
ter inform participants on the provisions of their plans, 
and finally the necessity to thwart the ill effects of infla- 
tion, all contributed to the need for these new 
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adjustments. It should be noted, however, that despite 

the large number of changes, no basic modification was 

made to the system during this period. 

Thus, we have entered the present decade en- 
dowed with a pension system on the way to maturity, 
which in broad terms can be described thus: 

(1) At the base, a pension indexed to the cost of living 
and payable to all Canadians 65 years of age and 
over (and at 60 years of age in certain circum- 
stances). More than 2,200,000 Canadians receive 
this pension of $2,498 per year, which involves at 
the present time federal expenditures in the order of 

$6 billion. 

(2) Asecond element of protection made up of a pen- 
sion linked to work income and payable at 65 years 
of age to all Canadians who, since 1966, have been 
in the work force and contributed to the Canada 
and Quebec Pension Plans. This pension, which is 
also indexed, varies according to the level and 
length of the contributions. The maximum is 25% of 
the average industrial wage. In cases of disability, 
the pension can be paid before 65 years of age. 

The number of recipients and the total amount of 

retirement benefits continue to increase markedly 

each year; the two plans are far from having reached 
maturity and from having their full effect felt. The 
maximum amount of retirement pension is pres- 
ently $3,292 per year. During 1979-80 approximately 

725,000 recipients received pension benefits under 

the CPP, totalling $1.0 billion. Keeping in mind that 

this plan has only become operational relatively re- 
cently, amounts of benefits are still rising rapidly; by 

1984, the total will have increased to $2.4 billion. 

Clearly, even in their present form, the impact of 

CPP and QPP will become increasingly important in 

the overall picture. 

(3) A large number of pension plans tied to employ- 
ment are intended to supplement and complement 
these two basic elements of protection. These pen- 
sions, with very diversified provisions, and which 
are subject to frequent changes and improvements, 
generally cover employees in a business or in a gov- 
ernment. There also exists a certain number of 
multi-employer plans. The contributions by the em- 
ployee and the employer are tax deductible up toa 
certain limit. 

In the course of the last 15 years, that is, since the 

establishment of the Canada and Quebec Pension 

Plans, the proportion of wage-earners covered by 

these plans has continued to grow significantly. It is 

estimated that more than 4 million salaried workers 
are presently covered under such plans. The contri- 
butions that they make, as well as those of their 
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employers, are also increasing in an impressive 
manner: they reached in 1977 the sum of $6.2 bil- 
lion, that is, nearly triple those made in 1969. As for 
assets of trusteed pension funds, they showed an | 
increase of $4.5 billion in 1977 to reach $29.7 billion 
at the end of the year. These figures show without | 
any doubt the continuing and substantial improve- 
ment in plans tied to employment. 

Persons who do not contribute to a supplementary 
pension plan can make contributions to a Regis- 
tered Retirement Savings Plan (RRSP). Wage- 
earners can also make extra contributions to such 
plans in addition to those that they make to the plan 
associated with their work. The contributions are, 
since 1957, income tax deductible within certain 
limits. ! 
According to available data, approximately 2.2 mil- 
lion additional workers regularly save towards their 
retirement through RRSP’s. In this sector as in oth- 
ers, the situation is evolving at a rapid rate, and the 
number of persons who contribute to an RRSP is 
continually increasing as are their contributions. Al- 
though recent figures are not available, one has the 
impression that the growth in RRSP’s has become 
almost explosive, and that this form of saving willin — 
a few years make a very significant contribution to 
the sum total of pensions available to those in 
retirement. 

Besides the characteristics already noted, the data 
thus permit us to establish that a large proportion of 
Canadians, as soon as their income is sufficient, de- 
cide voluntarily to save towards their future 
retirement. I think it is important to remember this 
willingness on their part. 

Federal and provincial supplementary income pro- 
grams are intended to complement the other 
programs and, in particular, to cover persons out- 

side the work force, those who only occasionally 
work, and low-income workers. These supplemen- 
tary income programs aim then at keeping all 
Canadians above certain income thresholds, regard- 
less of their previous participation in the work force. 
The maximum amount that can be paid under the 
federal plan is presently $2,508 for a single person 

and $3,868 for two persons, and the benefits are 

fully indexed. 

At the end of 1980, the number of recipients had 
reached 1.2 million, that is, 53% of the recipients of 

the Old Age Security Pension. In the last year, pay- 
ments under the federal program had reached more 
than $1.5 billion and 30% of the recipients received 
the maximum supplement. In fact, additional pay- 
ments in the order of $300 million were also made 


under provincial plans. 

These latter facts reveal the first dimension of our 
present difficulties. They clearly show that many older 
people must still face problems of insufficient incomes 
and even poverty. This is disappointing for all those 
who believed that the establishment of the Canada and 
Quebec Pension Plans, in conjunction with other pro- 
grams, would ensure that the Guaranteed Income 
Supplement program would be largely a temporary 
measure. Although it would be nevertheless premature 
to make very definite or all-inclusive conclusions based 
on these facts, they do however force us to admit that 
there exist stubborn problems of insufficient income for 
older people, which neither public and universal plans, 
such as the Canada and Quebec Pension Plans, nor 
plans associated with work or with RRSP’s, have yet 
been able to attack. 

In ending this short analysis of our present system 
of pensions and income security, I feel it necessary to 
make certain other observations. They are likely to help 
us better identify the future road to follow. 

Our pension system, both in its public and private 
dimensions, has been established and gradually im- 
proved upon in stages. Generally, it is following 
thorough surveys and studies, and based on them, that 
changes and improvements have been made. In each 
stage, these improvements have been aimed at ade- 
quately meeting the needs identified by the studies, 
taking into account of course, their repercussions on the 
economy, and the wealth available. Moreover, as we 
shall see later, the size and even the nature of the prob- 
lems which confront us today were largely unforesee- 
able when the main elements of the present system 
were established in the middle 1960’s. The fact that these 
problems exist today should thus not surprise us, and 
we must be careful not to make global or excessively 
critical judgements on the system or its elements. 

The development of our present pension system 
required the participation of the federal and provincial 
governments, business of all kinds, workers and their 
union representatives, financial and insurance institu- 
tions, and a whole range of advisors. I hope that this 
Conference will commit us to another stage where each 
one can and will fully assume his appropriate role. 

Finally, as | have emphasized several times, the 
main elements of the system are continuously evolving 
and are far from having reached their maturity. One 
must therefore be very careful when dealing with anal- 
yses based mainly on impressions of the situation at a 
given point in time, and must be aware that the data on 
a period as recent as 1976-77 are no longer necessarily 
valid. 


[have previously mentioned that the changes made 


over the last ten years have not fundamentally changed 
our pension system. However, during this period, our 
society and our economy have undergone serious 
changes, the consequences of which are still not fully 
understood. In my opinion, if we truly wish to under- 
stand the present and foreseeable situation of older 
people, we must take these changes into consideration. 
In other words, the problems of older people do not 
necessarily result from inherent deficiencies in pension 
plans, be they public or private or whether they have 
certain unique characteristics. To a large extent, these 
problems are rather the result of major, unforeseen 
changes which have transformed our society, our econ- 
omy and our lifestyles. 

Whereas during the twenty-five years which fol- 
lowed the end of the Second World War, the growth of 
our economy and of our collective wealth had been con- 
tinuous and rapid, over the past decade this growth has 
slowed appreciably. Although the reasons for this 
change are too numerous to attempt in this analysis, 
among the most important reasons are the rapid in- 
crease in energy costs, and, at the worker level, changes 
in values and behaviour as they relate to work. In brief, 
these reasons, and others such as environmental con- 
cerns, now lead us to expect in the future a long period 
of weak economic growth. 

One must be fully aware of the importance of this 
new perspective. Whereas during the post-war period, 
the increase in the collective wealth allowed for some 
new resource allocations to certain groups, without de- 
creasing the incomes or resources of others, this period 
appears over for the foreseeable future. In the absence 
of growth, new resource allocations can only be made at 
someone else’s expense. New choices will then be much 
more difficult to make, and will give rise to much more 
resistance than in the past. In fact, this new reality sug- 
gests that the period of great new social measures seems 
over, and we will have to follow the path of making 
adjustments to the systems already in place. It suggests 
equally, having regard to the need to maintain the com- 
petitive position of our industry, that we must be very 
conscious of the new costs that these adjustments 
would involve. 

The high inflation of the last few years has also been 
a significant factor. Whereas before 1972-73, inflation re- 
mained a largely controlled and stable phenomenon, 
the rates have rapidly increased over the last few years 
to reach new summits. In fact, between the beginning of 
1975 and the end of 1980, the Consumer Price Index 
increased 68.4%. 

During this period, inflation has been such that sev- 
eral categories of workers have seen their purchasing 
power level off or even decrease. Older people, no 
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longer in the work force, and thus incapable of adjust- 
ing their incomes, are among those who have suffered 
the most. Moreover, our slow economic growth rate has 
limited the aid given them by governments and 
business. 

One must not lose sight of the fact that the constant 
and high rates of present levels of inflation were until 
recently not foreseen. Let us recall as an example, that 
only a few years ago, in the federal fight against infla- 
tion, rates of 6% in 1977 and 4% in 1978 were forecast. In 
reality, the index successively increased to 8% and 9% 
during these two years. 

In my opinion, one must not condemn too quickly 
retirement plans in the private sector for not always 
knowing how to respond efficiently and appropriately 
to this new problem. One must also remember that the 
inflation of the last few years has created far more seri- 
ous difficulties for many businesses in the private sector 
than for public administrators. Finally, one must not 
lose sight of the fact that many people have believed 
with reason, and continue to believe, that it is inflation 
itself that one should fight, rather than search out new 
ways of reducing its consequences. 

In ending this analysis of recent years, | believe it is 
necessary to mention certain other changes which have 
deeply changed our lifestyles. On the one hand, the 
proportion of women in the labour force has been rising 
steadily, and the mobility of workers has increased con- 
siderably. On the other hand, attitudes towards 
marriage and separation, and the women’s liberation 
movement, scarcely new-born 15 years ago, have altered 
life patterns. The traditional family, and the forms of 
security it allowed, no longer has the same pre-emi- 
nence or stability. Indeed, whereas not so very long ago, 
the possibility of being able to retire at 65 years of age 
was for most a dream, the present practice of sys- 
tematically retiring workers at that age is not only a fact, 
but has begun to be criticized because it deprives people 
of the right to work! 

This analysis of recent changes will, I hope, allow 
for a better grasp of how the slowdown in the growth of 
the economy, inflation, and the different changes in our 
lifestyles and work patterns, have given rise to new sit- 
uations and problems to which our system of pensions 
and income security has not yet been able to respond 
effectively. It would be surprising to have expected any- 
thing else. Furthermore, let us not forget that no 
industrialized country, faced with a situation of stagfla- 
tion similar to what we have been going through for 
some years, has really found a satisfactory way of pull- 
ing itself out of it. 

Thus, with the passage of time, it has become more 
and more evident that new changes to the pension sys- 
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tem would become necessary. Numerous studies and 
surveys have been initiated by governments and public 
or private agencies. Among the most important are 
Quebec’s Cofirentes * report, that of the federal Inter- 
departmental Task Force on Retirement Income (Lazar), 
and of the Royal Commission on the Status of Pensions 
in Ontario (Haley). One should also mention the studies 
done by the Senate Committee on Poverty, the Eco- 
nomic Council of Canada, the Canadian Labour 
Congress, the Canadian Conference on Pensions, the 
Canadian Life Insurance Association, the Canadian 
Council on Social Development, and many others. Al- 
though the reports and work mentioned differ enor- 
mously in their areas of interest, in their analytical 
content, and in their objectives, all are in agreement that 
gaps exist in our system of pensions and income se- 
curity. They are also in close agreement as to the nature 
of the gaps, although they may assess differently their 
importance. 

The reports are in agreement on the fact that, de- 
spite all the programs and resources implicated, too 
great a number of Canadians are in the grips of financial 
problems. Thus, where in 1978 the median income of all 
Canadians was $16,350, the median for older persons 
was $7,000. Moreover, among this group single persons 
and notably women are those who experience particular 
difficulties; in 1977, their average income was only 
$4,750. 

More recently, in September 1980, it was noted that 
53.3% of the recipients of Old Age Security also received 
benefits under the Guaranteed Income Supplement 
program. 

The different surveys demonstrate that older peo- 
ple at grips with financial problems are not uniquely 
those who in the past have earned low salaries, or even 
marginally took part in the work force. On the contrary, 
available data indicate, for example, that many workers 
now earning average work incomes will undergo an ap- 
preciable decrease in income when they retire. 

In brief, if on the whole new pensioners receive 
higher incomes than their predecessors, one must ad- 
mit that the financial situation of older persons as a 
group, in relation to that of the active population, is 
gradually deteriorating as time passes. As I have already 
pointed out, this is one of the many negative con- 
sequences of the present high levels of inflation. 

In my opinion, one must try to avoid drawing too 
startling conclusions based on rough or inadequate sta- 
tistics on the incomes of older people. We do have in 
place now a variety of public and private programs 
which, even though they may not include cash benefits, 
nonetheless meet a range of needs of older people, and 
in consequence decrease the financial needs and risks to 


which they would otherwise be exposed. Among the 
most important programs, or the best known, are hospi- 
talization and health insurance, the free supply of 
drugs, higher income tax deductions, subsidies for ac- 
commodation— private or institutional, and reductions 
in property taxes and transportation charges. 

In analyzing the situation of older people, one must 
also keep in mind the fact that many of them have done 
much to supplement their own retirement incomes. In 
this regard, it is interesting to note that 58% of older 
Canadians are owners of their homes; this percentage is 
practically the same for those with low incomes. In 1978, 
the net value of the properties in question was on the 
average approximately $30,000, and these values did not 
vary in relation to incomes. The needs of persons who 
own their own homes are clearly not as great as those of 
persons who rent. Unfortunately, to my knowledge, 
available statistics on older persons with low incomes do 
not allow for light to be fully shed on this rather impor- 
tant question, nor is it taken account of in qualifying for 
GIS or other income-tested formulae. However, they 
open up prospects of improving their lot, which could 
involve less of a burden on public expenditures com- 
pared to present solutions. 

In any case, these data confirm, in my opinion, the 
widespread belief that a number of the recipients of the 
Guaranteed Income Supplement have set their affairs in 
order, often with the help of their children, in such a 
way as to make it easier to qualify for this program. For 
this reason, one must again be cautious in interpreting 


_ broad statistics on the number of recipients of this pro- 


gram. In brief, if one wishes to summarize the true 
financial situation of older persons, I believe that it is 
better than the collective picture which emerges from 
the bare statistics. 

I would like to now move on to the main reasons, 
flowing from the pension system, which give rise to 
some of the financial problems for older people. First, as 
Ihave already mentioned, there is the fact that the Can- 
ada and Quebec Pension Plans, and even the great 
majority of supplementary pensions and RRSP’s, are a 
long way from having reached maturity. In other words, 
the benefits from all these plans is increasing as time 
passes, and as a consequence, the situation for new pen- 
sioners is going to continue to improve. This is a very 
important factor. 

In addition to this, the studies and reports have 
identified a series of maladjustments or deficiencies in 
pension plans tied to employment. As those features 
will specifically be the subject of discussions this after- 
noon and tomorrow, lam going to treat them quickly, 
inasmuch as your information kits contain material on 
each of them. For purposes of this present discussion, 


we can group the problems into four broad categories: 

(1) Despite the continuous development of pension 
plans in businesses, and despite the popularity of 
RRSP’s, a significant number of workers do not par- 
ticipate in any plan, other than the Canada or 
Quebec Pension Plans. A high proportion of these 
workers is found in the lowest income brackets, or 
work in small business. 

(2) Asa result of their great mobility, a goodly propor- 
tion of workers, not having met the requirements 
for their vested interests, lose their pension credits 
in changing jobs. This problem is even greater for 
women, not only because the nature of their jobs is 
different, but also because many of them leave the 
work force to look after their children. Moreover, 
since pension plan provisions which allow for the 
transfer of pension credits are still relatively rare, 
even workers who have vested interests cannot 
easily or effectively transfer their pension credits in 
changing jobs. 

(3) Women are further handicapped in one way by the 
present pension system. In the case of divorce, a 
woman normally loses all rights to the pension 
credits of her husband. Many plans include inade- 
quate provisions for continuing a part of the 
husband’s pension following the death of the latter; 
yet, at the present time, in the population 65 years 
of age and older, 57% are women and this percen- 
tage is increasing because of lower female mortality 
rates. 

(4) Even if it is clear that one must attack the problem of 
inflation on its own ground, rather than try to re- 
medy its effects, one must admit that we will have to 
face for some time significant levels of inflation. This 
is why, whether we like it or not, one must examine 
carefully the protection that pension plans provide 
against the consequences of inflation. 

Old Age Security and the Canada and Quebec Pen- 
sion Plans, as a result of their universal and public 
nature, are fully indexed. This provides a first bas- 
tion of protection to their recipients. The protection 
granted by supplementary private plans is usually 
limited, and in the form of ad hoc adjustments 
granted year to year. One must exclude from this 
most plans in the public sector, which provide for 
full indexation. Without discussing the merits of 
such indexation, it appears to many contributors in 
the private sector to be highly unfair. 

Finally, one must note that most deferred pensions, 
to which workers who change jobs have a right, no 
longer continue to be adjusted to salary increases 
and gradually lose their value as a result of inflation. 


This analysis of the main deficiencies of our present 
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pension system is obviously not complete. Reports and 
studies have noted other problems such as systematic 
retirement at a given age, the need for additional infor- 
mation to paid workers, the protection of pension 
credits before the termination of a plan, etc. Without 
minimizing these problems, the time available does not 
permit me to tackle them this morning. They surely will 
be in the workshops. 

Although many of the present deficiencies in the 
pension system were largely unpredictable, none of them 
are insurmountable—at least if one excludes cost con- 
siderations. Moreover, if one were to place part of the 
blame on employers for their lack of foresight, the blame 
would have to be shared with their unions, who, if my 
information is correct, sometimes attach little impor- 
tance to pensions in negotiations. 

Before we begin to look at the paths to take to im- 
prove the situation, I would like to try and clear up one 
area of possible disagreement. In effect, the analysis of 
the financial situation of older persons has brought to 
light the existence of problems of poverty and too low 
levels of retirement income. The questions under dis- 
cussion here, such as the improvement of the system 
through the coverage of a greater number of workers, 
the more rapid attainment of rights by paid workers, the 
transferability of pension credits, the greater protection 
for women and increased protection in light of inflation, 
will surely have in the future a positive effect on reduc- 
ing poverty. Beyond this aspect of the question, we 
must be aware that problems of poverty resulting from 
marginal participation in the work force, low levels of 
work income and analogous causes cannot be tackled 
within this Conference. These problems cannot be re- 
solved by pension plans, whether public or private. The 
reason is simple: pensions under all plans vary accord- 
ing to the earnings of the workers. The solution to the 
majority of the problems of poverty and low income 
cannot come from pension plans, but rather from pro- 
grams such as the Guaranteed Income Supplement and 
social assistance. 

In other words, this Conference has as its objective 
the improvement of the present pension system, in 
order that a greater number of recipients do not have to 
experience on retirement too great a drop in their stan- 
dard of living. At first sight, to better meet this goal, two 
major options exist—either the improvement of the 
Canada and Quebec Pension Plans, or the improvement 
of pension plans tied to work, including personal plans 
such as RRSP’s. 

Until now, I have wanted to be as neutral and objec- 
tive as possible in my presentation in order to establish 
the facts and ask questions precisely. One must be 
aware that answers to these questions, whether we wish 
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it or not, will be formulated based on a range of consid- 
erations which will not always be so objective. We may 
lose sight of the fact that we are discussing the financial 
situation of millions of people, who after all, are 
amongst the most vulnerable of our society. Purely po- 
litical considerations are going to interfere, a fact which 
should neither surprise us nor shock us. For obvious 
reasons, and I say it without cynicism, older people are 
always near the head of the list of concerns of govern- 
ments and of their leaders. That is why I believe it 
necessary to introduce in the remainder of my speech 
certain considerations of the same nature. 

This warning having been made, let us now exam- 
ine the first option, that of improving the Canada and 
Quebec Pension Plans. If the aim is to help those who 
earn less than the average industrial salary, and par- 
ticularly employees of small businesses, the percentage 
of pension income under the Canada Pension Plan 
would have to increase from 25% to 40% or 50%. (To 
simplify the present discussion, I have consciously not 
considered the Quebec Pension Plan.) 

Those who recommend this approach will find in it 
a number of advantages. All workers would be touched 
by the improvements, they would obtain immediate 
rights to the new pension credits which would be fully 
transferable and indexed, and the problems of protect- 
ing women could be solved by appropriate amend- 
ments. On the administrative level, the existing 
mechanisms in place would absorb the strain on the two 
plans without too much difficulty. But, as we shall see, 
the situation is far from being simple. 

In its present form, the true cost of the Canada Pen- 
sion Plan over the long term is between 8% and 10% of 
the work incomes covered. One can easily measure the 
extent of the additional costs that this type of improve- 
ment would bring. Even bearing in mind the adjust- 
ments that would be made to supplementary plans in 
operation, one is speaking of extremely significant new 
costs. In the present and foreseeable economic context, 
the imposition of such permanent and additional costs, 
which would extend to all sectors of the economy, cer- 
tainly does not appear to be feasible. 

One must also take into account the fact that very 
soon it will be necessary to raise the present contribu- 
tory rate of 3.6%, if one wishes to maintain even the 
partially funded financing ot the Canada Pension Plan. 
On this there is not much choice, unless one believes it 
possible that provincial governments would be ready to 
reimburse between now and the year 2003 some $17 
billion that they have borrowed from CPP funds. Such 
an hypothesis does not seem plausible to me. If the 
route of improvement of the Canada Pension Plan were 
taken, it would therefore involve a double increase in 


the contributory rate, which is even less acceptable. 

Despite these problems, some may continue to pre- 
fer this route, for they believe that public and universal 
plans can provide results faster than private plans. The 
question is not as simple as that. If one wishes to 
shorten the period of maturation of a public plan, as was 
done in 1966, when the Canada Pension Plan was estab- 
lished, one must be aware that workers with higher 
incomes gain most from the proposal, and their gains 
could be substantial. I do not believe that this is the 
objective we are seeking. Moreover, it is precisely for 
this type of reason that the Canada Pension Plan is still 
not mature, as we have discussed earlier. Otherwise, 
from the beginning of the plan, the transition period 
would have been shorter. 

~One must also be fully aware that in our system, 
partially financed in advance, a part of the cost is passed 
on by the present active population to future genera- 
tions. Now, we know that the Canadian population is 
aging quite rapidly and the burden represented by the 
older population will increase. One must wonder then, 
if future generations will be able and ready to support 
all of this burden which would be passed on to them. 

Finally, one must examine the consequences of an- 
other massive transfer of savings from the private sector 
to the public sector. Although ways may exist to limit 
these consequences, it is surely one notion that cannot 
be thrown out, more especially in light of the fact that 
our economy is far from generating jobs in sufficient 
numbers, if one can judge from the high and persistent 
unemployment rates which are published each month. 

Beyond these aspects, there is another which, in 
the short term at least, is even more important. We 
know that the federal government now faces a deficit in 
the order of $14 billion. Despite the record level of this 
deficit, the difficulties of reducing it are so great that it 
appears we are heading towards another deficit of the 
same scale in 1981-82. In brief, the government is con- 
fronted by enormous budgetary problems, and it is 
difficult to see when it will be rid of them, given the 
weak prospects for growth in the economy. There ap- 
pears little margin to manoeuvre, especially to accom- 
modate an increase in the order of one which 
improvement to the Canada Pension Plan would neces- 
sitate. The simple maintenance of the partial funding of 
the Canada Pension Plan already presents enough 
difficulty. 

In my opinion these are the reasons, particularly 
the latter, why the federal government has decided to 
invite all those interested to consider ways of reforming 
pensions in the private sector. It should be noted that by 
the gestures that they have made and by the statements 
of their leaders, most provincial governments have indi- 


cated their wish to see the pension situation improve. 

There will be a strong temptation for some of them to act 

directly, for not all provincial governments have bud- 

getary difficulties and they have full jurisdiction in the 
area. 

The private sector must seize the opportunity to 
act. This is not the time for it to wonder whether 
changes are truly necessary. It is even less the time to 
engage in debates on the validity of statistics. The time 
has come to formulate answers to the most basic ques- 
tions. Permit me to suggest a few: 

@ Must one envisage the imposition of a minimum and 
obligatory plan as the Haley Commission and the 
C.L.H.I.A. recommended, and as the Lazar Report 
suggests in one of its options? Would not this incur 
the risk that many would be happy with the mini- 
mum? One might wonder if, given the obligatory 
nature of such a plan, it would be possible to obtain 
useful results from it. Does such a minimum plan, 
owing to its irreversible nature, not risk excluding in 
the future much more dynamic and effective 
approaches? 

@ Would it not be preferable to solve the problems of 
workers in small business by facilitating the establish- 
ment of pension plans through easier registration 
procedures related to the income tax and provincial 
pension boards? 

@ Would it not be possible to allow small employers to 
contribute to the RRSP’s of their employees within 
further limits? 

@ Is it important that pension coverage apply to youn- 
ger people, say under 25, many of whom are in 
temporary or part-time work and who have low 
incomes? 

@ In order to improve the situation of women outside 
the work force, would it be possible to raise exemp- 
tion limits available in such a way that their spouses 
could contribute for them? 

In examining different options such as these, the 
willingness of workers to save towards their retirement 
must be taken into account. One must also remember 
that these options would give much more of a margin of 
flexibility to small! business in accepting pension respon- 
sibilities toward their employees. 


Finally, in the matter of private pension plans pres- 
ently in operation, one may wonder if voluntary 
procedures to improve work conditions are sufficient to 
eliminate deficiencies in these plans, or if one must en- 
visage amendments to federal and provincial acts on 
supplementary pensions. If this latter route is taken, as 
it seems to me will be necessary, one must be well aware 
of the costs of the amendments in mind, and the neces- 
sity to maintain, as much as possible, the uniform 
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character of the legislation. 

The formulation of these questions has brought out 
the fact that, in truth, no government can act in isolation 
on pension matters. We know that the provinces have 
full jurisdiction. As for the Canadian government, it has 
a jurisdiction that it must share. In effect, the Canadian 
Parliament cannot modify the Canada Pension Plan 
without the consent of two-thirds of the provinces with 
two-thirds of the population (Quebec included). As for 
supplementary pension plans, the federal government 
and those of the provinces each act separately with re- 
spect to business and employees that fall under their 
jurisdiction, according to rules similar to those used in 
the area of labour relations. It thus appears clear that, 
for pensions, progress will follow best from a quest for 
agreement rather than through the route of 
confrontation. 

In any case, the human aspect of the questions of 
interest to us strongly suggest avoidance of confronta- 
tion by any means. Throughout the years traditions 
have, moreover, developed in the matter of pensions. 
One must preserve them, and it is in this spirit that I 
invite you to enter into your discussions. 


Claude Castonguay ts an actuary and is currently Chairman of 
the Board of Imperial Life Insurance; President of Fonds Lau- 
rentien Inc. and a Director of several other companies. He 
served as an actuarial advisor to the Government of Quebec in 
the development of the Canada and Quebec Pension Plans. 
From 1970 to 1973, he was a member of the Quebec National 
Assembly during which time he was the Minister of Health 
and Minister of Family and Social Welfare. He was Chairman 
of the Quebec Royal Commission of Inquiry on Health and 
Social Welfare from 1966 to 1970, and he was a member of the 
Steering Committee on the Social Security Review from 1973 
to 1975. Mr. Castonguay ts currently a Special Advisor on 
pension reform to the Government of Canada. 
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The Honourable Stanley Knowles 
introduced Senator Croll. 


Be 


Senator David Croll 


Flexibility in the Age of Retirement 


Senator David Croll 


We are in a pension crisis. Our single, most urgent so- 
cial need is pensions. Yet the pension figures are 
terrifying. 

We must ask ourselves why we have the best medi- 
care system in the world and the worst pension system. 

That takes us back 17 years to the Joint Parliamen- 
tary Committee on Pensions. I was a member of the 
Committee and was much involved. 

Ontario was the key. We needed two-thirds of the 
provinces with two-thirds of the population. That made 
Ontario the key. They would not agree to any of the 
proposals of the Committee. That was due in the main 
to a powerful insurance lobby in Ontario. 

We finally had to accept the bare bones of a pension 
system which became the Canada Pension system. 

The understanding was that the insurance com- 
pany would fill the vacuum and fatten up the plan. I 
came to their assistance and supported the plan, believ- 
ing that they would do as they said they would. The 
insurance companies did not carry out their commit- 
ment. They continued to cater to the carriage trade and 
left the rest of us tourists on the economy line. 


The present contributions are as follows: 
CONTRIBUTIONS TO PUBLIC PENSION PLANS 
IN VARIOUS COUNTRIES 
Insured 
Person Employer Government 
France 3.45 % 7.70 % none 
Germany 9.00 — 9.00 subsidy of about 16% of 
total cost 
Greece 4.75 9.50 contributes as needed 
aK. Sg Vito: G72 approximately 18% of 
cost 
Italy FAD i733 lump sum subsidies 
1, 6.13 6.13 some special old age 
benefits 
Canada ‘1.80 1.80 none 
(Present) 


The pensions available to the Canadian people at 
the present time come 53% from government, 35% from 
personal savings and 12% from the insurance industry. 
That has not changed in many years. The present contri- 
bution rate of 3.6% of annual salary and the benefits 
which provide only 25% of retirement income are 
among the lowest in the Western world. We must hold 
the Canada Pension Plan to our bosom and protect it. It 
is the best thing we have. For the moment, we need to 
double our contribution, have the housewives made 
part of the plan, raise the upper income limit and dou- 
ble the pension plan. We will still be making a far less 
contribution moneywise than any other country in the 
world. 

We have had five studies on the pension plan to 
date and all but one have endorsed the Canada Pension 
Plan principle and indicate that therein lies our future. It 
is up to private pensions to build a better mousetrap. 
Here is all they have to overcome. Here is what the 
Canada Pension Plan offers the people: 

(1) complete portability 
) immediate vesting 
) indexing 
(4) universality — no discrimination 
) mandatory survivor's benefits 
We need some new thinking on adequate income. I 
like the suggestion of 80% of income. Housewives are a 
special problem. They need some special help. 

Inflation has produced serious economic hardship 
and will continue unless you see the end of inflation. I 
can't. 

Historically, there has been an implied social con- 
tract that the working generation will support the 
retired generation either privately or publicly. 

It has been clearly established that men do not sud- 
denly lose their physical and mental powers on their 
65th birthday. For many, their vigour and ability is as 
good as it ever was. If proof were needed, you have only 
to look at the brilliant accomplishments of some states- 
men, artists, and musicians in their 70’s and 80's. 
Flexible or phased retirement is the trend of the future. 

This business of putting people out to pasture at 65 
may be an administrative convenience but there is no 
doubt that it causes a lot of human grief. For one thing, 
in an inflationary period, the economic well-being of 
older people may be badly damaged if their wages or 
salaries are suddenly cut off. 
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We have not yet arrived at the position where, in 
general, private and public pension schemes can pre- 
vent a sudden fall in the standard of living of families. 

It is really not fair to suggest that many people are 
victims of their own folly. It is often not practical to 
accumulate enough capital to provide an acceptable re- 
tirement income and there is little an individual can do 
to counter the ravages of inflation. 

It is a hard thing to turn some people loose at some 
arbitrary age and expose them to the chill winds of pov- 
erty in their declining years. 

The concept of mandatory retirement has outlived 
its purpose as a major tool in human resource policy. 

We are all in agreement that something needs to be 
done. Something dramatic needs to be done. The time is 
here. You have an opportunity to do something. Do it 
now. 


Senator Croll spoke extemporaneously. The above text was 


provided by the Senator and represents a summary of his 
remarks. 
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Senator David Croll, Q.C., began his career in the public 
service in 1930 when he was elected Mayor of Windsor. He was 
appointed to the Senate in 1955 and is currently Chairman of 
the Special Senate Committee on Retirement Age Policies. His 
report entitled “Retirement Without Tears” was tabled in the 
Senate, April 15, 1980. He is a member of the Senate Commit- 
tees on Banking and Commerce, External Affairs, Health and 
Welfare, Legal and Constitutional Affairs and Finance. In 
1971, he was Chairman of the Senate Committee on Poverty, 
and in 1966, Chairman of the Senate Committee on Aging. He 
won the seat for the riding of Toronto-Spadina in the 1945, 
1949 and 1953 federal elections. Prior to these appointments, 
he served overseas from 1939 to the end of the war, returning to 
Canada with the rank of Colonel. He served in the Provincial 
Legislature as Minister of Welfare in 1934 and as Minister of 
Labour in 1935. 
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The Honourable Gerald Regan, Minister of Labour, 
introduced Mr. Snyder. 


The Honourable Gordon T. Snyder 
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A Provincial Perspective 
The Honourable Gordon T. Snyder 


Iam very pleased to have this opportunity to address 
you today and to present the views of the Government 
of Saskatchewan on the crucial and pressing issue of 
pension reform in Canada. 

We in Saskatchewan welcome this Conference in 
that we believe it represents the beginning of a new 
stage in the process of pension reform. Over the last 
several years Canada’s retirement income arrangements 
have been extensively reviewed. The reports are now 
complete. The time for study has ended. 

This Conference provides an opportunity for the 
many actors in the pension field to comment on the 
analyses of pension issues which have been put forward 
and the alternative solutions which have been 
proposed. 

In Saskatchewan’s view this Conference is not an 
end in itself. Rather it should be the beginning of a 
national decision-making process on pension reform in 
Canada leading, in the not too distant future, to con- 
crete action to substantially improve our national 
pension system. 

In convening this Conference, Madame Bégin has 
expressed the federal government's preference for re- 
form of Canada’s pension system through the private 
sector. She has challenged those of you in the private 
pension “industry” to present your views and your pro- 
posals for improving the private pension system. 

The views of the Government of Saskatchewan on 
reform of Canada’s pension system fundamentally dif- 
fer with the federal government's preference for reform 
through the private pension system. We have concluded 
that a strengthening of Canada’s public pension system 
is simpler, more effective and more efficient than expan- 
sion of the private system. Thus our views may be 
unpopular with many of the private sector delegates 
here today. 

Nonetheless, we wish to present these views to 
you, and to the Canadian public, because we believe 
that Canadians will be best served by a debate on the 
inadequacies of our total pension system—both public 
and private sectors—and the appropriate solutions to 
these overall inadequacies. 

In our view, it is insufficient to simply ask what is 
wrong with Canada’s private pension system. Rather, 
we must know the shortcomings of our nation’s total 
retirement income arrangements. Similarly, it is insuffi- 
cient to ask how the private pension system can be 
improved to ensure adequate retirement incomes. In- 


stead, we must seek the best way to provide such 
incomes. What are the inherent strengths and weak- 
nesses of public versus private sector measures? What 
roles should the public and private pension systems 
play in the solution of Canada’s retirement income 
problems? 

It is these questions which we address in our brief. 
Let me review for you some of our main points. 

The elderly in our society are often deprived of sta- 
tus, authority and economic security. Their ability to live 
full and independent lives may be eroded. They may 
find themselves without a recognized role in the 
community. 

Our predominant social values continue to empha- 
size the young and ignore the elderly. Improving 
retirement incomes will provide the economic base on 
which an improved quality of life for the elderly can be 
built. But fundamental changes in our social attitudes 
and institutions will also be needed if the elderly are to 
be fully recognized as persons who can make a valuable 
contribution to the community. 

What about retirement incomes? The recent studies 
are unanimous. Canada’s current retirement income ar- 
rangements are inadequate. Too many of our elderly 
citizens are forced to live in poverty, while a great many 
more must suffer a significant reduction in their stan- 
dard of living following retirement. Moreover, these 
circumstances are not expected to substantially improve 
in the future under our current retirement income 
arrangements. 

This situation results from the failure of both our 
public and private sector pension arrangements. 

The first tier of Canada’s retirement income sys- 
tem—the Old Age Security and Guaranteed Income 
Supplement programs—despite recent improvements, 
have failed to ensure that senior citizens have incomes 
above generally accepted poverty levels. We have failed 
to ensure that elderly Canadians receive even a basic 
share of the wealth of this country—wealth which they 
played a very major role in creating. This is unaccept- 
able to Saskatchewan, as we believe it is to most 
Canadians. 

The Government of Saskatchewan therefore agrees 
that Canada’s basic retirement income programs—OAS 
and GIS—must be improved so that together they en- 
sure that all elderly Canadians live above generally 
agreed upon poverty levels. 

The second and third tiers of Canada’s pension sys- 


oF 


tem—the Canada and Quebec Pension Plans, and the 
network of voluntary private pension and retirement 
savings plans—have also failed. They have failed to en- 
sure that middle-income Canadians can generally 
maintain their pre-retirement standard of living after 
they retire. 

The benefits under the Canada and Quebec Pen- 
sion Plans are currently established at quite low levels. 
As a result persons with no private sources of income 
after retirement but maximum Canada or Quebec Pen- 
sion Plan benefits will qualify under all circumstances 
for partial GIS benefits—our welfare program for the 
elderly. 

The Guaranteed Income Supplement, while still in- 
adequate, has been up-graded several times since it was 
introduced in 1966. The Canada and Quebec Pension 
Plan benefits have not been similarly improved. Con- 
sequently, Canada and Quebec Pension Plan benefits 
will no longer replace GIS payments for earners as was 
originally intended. 

The failure of the voluntary private pension system 
is now well documented. We have been discussing it 
here yesterday and today. 

Put simply the private pension system fails to cover 
the majority of paid workers in Canada. In fact, in the 
private sector, more than two-thirds of Canadian work- 
ers and more than 75% of Saskatchewan workers are not 
currently covered by any private pension plan. 

The vesting and portability provisions in current 
private plans are often archaic. They recognize neither 
the social need for a pension entitlement for all periods 
of employment, nor the reality of labour market mobil- 
ity today. 

The pension promises that are made by many pri- 
vate plans have proven to be deceptive. The benefits are 
here today and gone tomorrow, eaten away by inflation. 
During an average pensioner’s lifetime, the value of his 
or her benefit is reduced by 65 to 75% by a constant 8% 
inflation rate, a rate which at the present time we would 
all be glad to see again. As for deferred pensioners, by 
the time they begin to collect their pensions, they may 
be next to worthless. 

In addition, women have been poorly served by the 
private pension system because of its lack of mandatory 
benefits for surviving spouses, and the lack of splitting 
of pension credits on marriage breakdown. 

In fact, for many workers, the private pension sys- 
tem as it exists today provides no real benefits. They put 
in their money every payday, and on termination of 
employment they receive back their contributions with a 
minimal rate of interest, often 4 or 5%. They are worse 
off than if they had deposited their contributions in a 
savings account. They never receive one cent of em- 
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ployer contributions. 

Many employers with private pension plans have 
benefitted from high interest rates which have reduced 
their required pension contributions. They have been 
slow to pass these windfalls of inflation along to pension 
plan members. In this respect, life insurance companies 
with their group annuity contracts have set a par- 
ticularly bad example. 

Despite these severe limitations and inadequacies 
in the present private pension system, it nonetheless 
receives substantial financial support from the public 
sector. Based on the tax expenditure account issued by 
the federal government, the deferral of income tax on 
the earnings of registered pension and retirement sav- 
ings plans is estimated to cost the federal and provincial 
treasuries $3.8 billion in foregone tax revenues in 1980. 
In this context, the private pension system is heavily 
subsidized by government. To put this “tax expendi- 
ture” cost in perspective, it is equivalent to more than 
70% of Canada’s total annual expenditure on Old Age 
Security. Alternatively it is more than twice current 
Guaranteed Income Supplement payments. 

So all three tiers of Canada’s present retirement in- 
come arrangements have failed. What then is the nature 
of the solution? How do we best ensure that Canada’s 
elderly citizens do not suffer a substantially reduced 
standard of living in retirement? 

The Government of Saskatchewan believes that this 
can only be accomplished if we recognize that ensuring 
adequate retirement incomes is primarily a community 
responsibility, and not simply an individual or family 
responsibility. Only through collective action can we set 
in place those mechanisms that will ensure adequate 
retirement incomes for all elderly Canadians, now and 
in the future. 

On this fundamental issue, we part company with 
the philosophy espoused by the recent Ontario Royal 
Commission. It is not realistic, in our view, to expect all 
individuals to adequately provide on their own, for 
their retirement. However, we note that the Commis- 
sion’s proposals for a Provincial Universal Retirement 
System (PURS) seems in fact to recognize the need for 
community responsibility in the form of compulsory, 
legislated pension arrangements. 

Similarly, the other major reports have also noted 
the need for compulsory measures if the coverage prob- 
lem is to be resolved. 

Our experience in Saskatchewan, in amending the 
Pension Benefits Act reinforces our conclusions that a 
compulsory solution to the pension problem is neces- 
sary. Generally speaking, we believe that we have gone 
as far as is reasonably possible in amending our Act in 
the context of voluntary pension coverage. 


This is not to say that we are satisfied with the 
provisions in our amendments with respect to vesting, 
or portability, or minimum employer contributions. 


Rather, it is to say that we felt we could not go farther in 


these areas without causing many employers to termi- 
nate their pension plans. Thus, while we view many of 
the recommendations in the recent reports for early 
vesting, portability of pension credits, indexing, and 
matching employer contributions as being highly desir- 
able, we doubt that they are workable within a voluntary 
private pension system. 

What, then, are the characteristics of an adequate 
retirement income system? What compulsory measures 
can best ensure adequate retirement incomes for all 
Canadians? 

To answer these questions, the Government of 
Saskatchewan has developed a set of principles for an 
adequate retirement income system. They are, we be- 
lieve, rational and reasonable criteria for evaluating 
alternative measures. They are the crux of our position. 
(1) Universality. An adequate retirement income sys- 

tem must be universal. Its various components 

must provide benefits to all Canadians, earners and 
non-earners. The earnings-related part of the sys- 
tem must include all earners regardless of age, 
length of service, or type of employment. It should 
-also include the self-employed. 


(2) Portability. Membership and benefit entitlements 


should be accumulated for all periods of paid em- 
ployment and benefit accumulations should not be 
reduced by changes in employment or movement in 
or out of the labour force. 

(3) Pooling. Within our national pension system, there 
should be a pooling of contributions in order to 
spread the risks and uncertainties of old age and to 
allow for flexibility in meeting changing retirement 
income needs over time. 

(4) Equity. The system must be equitable. Benefit and 
contribution formulas must be fair and should gen-_ 
erally be progressive. There should be no discrimi- 
natory provisions. In particular, the system should 
treat men and women on an equal basis. 


| (5) Adequacy. The benefits must be adequate. The sys- 


tem must ensure that the incomes of all retired 
persons are maintained above generally accepted 
poverty levels. At the same time, it must ensure that 
middle-income earners do not suffer a significant 
decline in their standard of living following retire- 
ment. It must also ensure that the real value of 
pensions is maintained. 


(6) Appeal Rights. All participants should have the 


right to appeal decisions affecting their benefit en- 
titlements to an independent third party. Only in 


this way can fair treatment for all be guaranteed. 

(7) Accountability. The retirement income system 
must be accountable to its participants—the public. 
It must operate in, and be seen to operate in the 
public interest. 

(8) Affordability. The system must be affordable. It 
must provide benefits at a reasonable cost that the 
community can afford. It must have the simplest 
possible administrative structure and must mini- 
mize overhead costs. 

In our brief we have compared expanded Canada 
and Quebec Pension Plans to a system of mandatory 
participation in private pension plans meeting legislated 
minimum standards. In doing so we have used a “best 
possible” proposal for mandatory private coverage. For 
the most part, it is similar to that presented by the Cana- 
dian Life and Health Insurance Association. 

We have compared these two alternative ap- 
proaches, criteria by criteria, in our brief. We have 
concluded that expanding the Canada and Quebec Pen- 
sion Plans much more fully meets the criteria than 
would a system of mandatory private coverage. 

In our assessment, an expanded earnings-related 
public pension system is notably superior to mandatory 
private coverage with respect to the universality, por- 
tability, pooling, adequacy and affordability criteria, 
and marginally better in relation to the remainder. 

Put quite simply, expansion of the Canada and 
Quebec Pension Plans is simpler, easier to understand, 
more fully satisfies the criteria we have outlined for an 
adequate retirement income system, and is generally 
more effective and efficient than mandatory private 
coverage could be. 

As we point out in our brief, this conclusion is nei- 
ther startling nor radical. In fact, it is in the mainstream 
of Canadian social policy as it has evolved over several 
decades. 

It is consistent with decisions by governments of all 
political persuasions to establish compulsory workers’ 
compensation programs; a national, universal medicare 
system; an unemployment insurance income mainte- 
nance program; and the original, basic Canada/Quebec 
Pension Plans. 

It is also in line with the public pension system of 
several other western, industrial nations which provide 
better benefits with higher contribution rates than exist 
in Canada today. 

Indeed, it is the mandatory private coverage alter- 
native which is unproven and a departure from 
Canadian tradition. When it has been tried in Canada, 
as in the case of the initial medicare plan in Ontario, it 
has proven to be unworkable, and has been replaced 
with a public insurance approach. 
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Our brief goes on to examine a number of design 
issues with respect to expanded Canada and Quebec 
Pension Plans. These are issues which are of concern to 
the Government of Saskatchewan and which we believe 
should be addressed in reforming our pension system. | 
will not review them all here, although I do wish to 
mention three of them. 

We are concerned with the impact of an expanded 
pension system, either public or private, on low-income 
earners. They would be required to contribute more out 
of their already inadequate current incomes, but their 
additional pension benefits in retirement would be off- 
set in whole or in part by reductions in GIS and 
provincial “top-up” benefits. Thus, low-income earners 
could be made worse off over their lifetime by measures 
to solve the overall pension problem. This is unaccept- 
able to Saskatchewan. It is an issue which must be 
addressed and resolved in reforming the Canada and 
Quebec Pension Plans. 

In a somewhat similar way, we are concerned about 
the impact of expanding compulsory pension coverage 
on small employers. Improving the Canada and Quebec 
Pension Plans may actually reduce the pension costs of 
employers who currently have private pension plans, 
while significantly adding to the costs of those employ- 
ers who do not. For the most part, this would mean 
reducing costs for large employers while increasing 
them for small employers. We believe that this issue 
must also be addressed. 

With respect to both these issues, it may be neces- 
sary to revise the contribution systems for the Canada 
and Quebec Pension Plans to make them more pro- 
gressive. This would involve the introduction, to some 
degree, of the “ability to pay” concept. While this would 
be a significant change, we note that the Cofirentes rec- 
ommendations also incorporated income redistribution 
features to a substantial extent. 

Saskatchewan also believes that the issue of par- 
ticipation of home managers in the Canada and Quebec 
Pension Plans must be tackled. We are sympathetic to 
the position that persons working in the home looking 
after children should not be penalized for this valuable 
service to society by receiving reduced pensions. Volun- 
tary contributions to the Canada and Quebec Plans are, 
it is generally agreed, an inadequate solution. The child- 
rearing drop-out provisions, while desirable, result in 
unequal treatment for women with different earnings 
and labour market histories. A more fundamental solu- 
tion involving participation by all home managers and a 
system of subsidies for low-income families, deserves, 
in our view, further attention. 

All three of these issues—the treatment of low- 
income earners, the impact on small employers, and the 
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participation of home managers—are matters which can 
be addressed in the design of a national, earnings- 
related pension system. It would be much more diffi- 
cult, if not impossible, to deal with these issues within a 
mandatory private coverage approach. 

Thus, these particular concerns about the design of 
an adequate earnings-related system reinforce our con- 
clusion that the appropriate public policy is to expand 
and revise the Canada and Quebec Pension Plans. 

It should be noted that we are not recommending 
the total elimination of private pension plans. As in 
other social security fields, the private sector would con- 
tinue to play an active and vital role in providing 
additional and supplementary coverage. We would ex- 
pect, for example, that the private sector would provide 
additional coverage to higher income earners, and early 
retirement benefits to those in occupations where early 
retirement is recognized as desirable. This “customiz- 
ing” role in meeting the special needs of specific groups 
of employees is one which the private sector is well able 
to meet. 

In closing, let me express our hope that following 
this Conference, the eleven jurisdictions in Canada with 
responsibility for pension matters will sit down together 
to consider pension reform and to determine the pos- 
sibilities for agreement. We believe that decisions must 
be reached as soon as possible. The situation will only 
get worse as time passes. 

If no agreement on reforming Canada’s retirement 
system can be reached in the near term, then the Gov- 
ernment of Saskatchewan will have to very seriously 
consider what further pension reform measures we can 
undertake on our own to ensure more adequate retire- 
ment incomes for our citizens. We are committed to this 
objective. 


The Honourable Gordon T. Snyder has served as a Member of 
the Legislative Assembly for Moose Jaw since 1960. He was 
named to his present position as Minister of Labour in June 
1971. He also holds the offices of Vice-Chairman of the Saskat- 
chewan Power Corporation Board and Minister responsible for 
the Worker’s Compensation Board, the Labour Relation Board 
and the Minimum Wage Board. Previously he has held the pos 
of Minister of Social Services (formerly Welfare) and Minister 
of Government during different periods of time while always 
retaining the Minister of Labour portfolio. Mr. Snyder served 
overseas until 1945 after which he returned to his employment 
with the Canadian Pacific Railway. He still maintains full 
seniority rights as a locomotive engineer with the Canadian 
Pacific Railway. 
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The Honourable Martin O’Connell 
introduced Mme Bégin. 


The Honourable Monique Bégin 
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some International Comparisons 
The Honourable Monique Bégin 


I would like to begin this address by thanking each and 
every one of you for coming and participating in this 
historic Conference. In the past several years as Minister 
of National Health and Welfare, I have had the privilege 
of being the guest of many of the groups you represent. 
This has given me the chance to discuss pension issues 
with many of you, and to see your viewpoints on those 
problems and the possible solutions. I have invariably 
been impressed by the sincerity of all the partners and 
their commitment to building the best possible pension 
system in Canada. I have found that desire to be com- 
mon to pensioner groups, labour organizations, 
women’s groups, employers, pension managers, the in- 
surance industry, social development groups, econo- 
mists, and many others. 

And if anything has become clear to me in meeting 
all these groups, it is that no one individual or organiza- 
tion has the single, definitive answer to our pension 
problems. That is why this Conference is so important, 
because it is the first time that representatives of so 
many parts of our pension system have gathered to dis- 
cuss the problems and issues together. And speaking 
selfishly, if it only helps to sensitize everyone to the 
difficulties governments face in trying to reconcile so 
many different and sometimes contradictory views, 
then the government may consider this Conference to 
have been a resounding success. But of course, what we 
are really seeking is not sympathy, but solutions. 

In looking for better solutions, I have not confined 
myself to talking only with Canadians. I have made it a 
point to look at the systems of other countries and I have 
taken advantage of my responsibilities in the field of 
international social security to travel abroad and see for 
myself how other countries have dealt with issues very 
similar to those facing us here in Canada. Last fall, [had 
a chance to visit with Ministers, officials, and private 
sector organizations in four European nations—France, 
the United Kingdom, West Germany and Sweden. 
Their experience was of special interest to me, because 
in several cases they have already scaled that so-called 
“pension mountain” that we hear so much about. That 
phrase is, in fact, a translation of a word coined by the 
West Germans, which I hesitate to try here— 
the” Rentenberg”. Frankly, from the way some people 
approach this issue, you would think the word was “ice- 
berg” and our pension system was the” Titanic’. 

There has been a great deal of discussion and con- 
cern about the problems we face in the future in 


supporting a growing pensioner population if current 
demographic predictions hold true. But in Europe they 
are already dealing with a pensioner population which 
is proportionately as large or larger than it will be in 
Canada well into the next century. From their experi- 
ence, I believe we are given some valuable insights into 
our own capacity to provide a decent living standard for 
our pensioners, now and in the future. 


Just over a year ago the Economic Council of Can- 
ada published a report called One in Three. The title 
refers to the prediction that pensioners will account for 
one-third of the adult population in Canada by the year 
2030. That means that there will be only two workers for 
every pensioner 50 years from now. This is exactly the 
situation in West Germany today. West German officials 
told me that this has indeed caused some problems, 
which have been aggravated by an economic slowdown 
following the oil crisis and by the introduction of a very 
generous and popular early retirement provision. This 
did not, however, cause the economic collapse or social 
security bankruptcy that some of the more pessimistic 
prophets have predicted for Canada’s future. Instead, 
West Germany was able to get its plan back on a sound 
financial footing with some relatively minor adjust- 
ments. The most notable measure was a temporary cap 
on indexation. However, to put this in perspective, I 
should point out that the public pension plan in West 
Germany is indexed to wages. This generally results in 
larger increases than the price indexation we have for 
Canadian public retirement benefits. Thus, in spite of 
the temporary cap on indexation, West German pen- 
sions have still been fully protected against rises in the 
cost of living. 

I might also mention that the private pension plan 
system in Germany also has a provision for cost-of-liv- 
ing increases. 

Another fact that particularly impressed me was 
that, in Germany, only 2% of their pensioners require 
any income-tested public assistance on top of their pen- 
sions; compare that with the 53% of OAS recipients in 
Canada who also receive GIS. 

One thing I saw very clearly was that there are strik- 
ing differences in the approach to pensions from one 
country to the next. Principles which are considered 
fundamental in one place may be totally disregarded 
elsewhere. In France, for example, their private plans 
are not fully funded as they are here in Canada. Instead 
they operate on a pay-as-you-go basis with liabilities of 
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the various plans shared by other plans across the coun- 
try through a system called “répartition”. This very 
unusual system evolved after repeated monetary crises 
had shaken public confidence in the value of pension 
funds. 

Private plans in the United Kingdom, on the other 
hand, are funded in much the same way as Canadian 
private plans, but the relationship between public and 
private plans is very different from that in Canada. Pri- 
vate plans in Great Britain can contract out of the public 
scheme provided the plan is at least as good as the pub- 
lic scheme. A very interesting aspect of this system is 
that the private plan members continue to contribute to 
the public scheme, but at a reduced rate, and the gov- 
ernment picks up the tab for inflation protection. 

I was particularly happy to get a first-hand look at 
pensions in Sweden because of the striking similarities 
in the systems of our two countries. Like us, they have a 
universal, residence-based pension, a compulsory earn- 
ings-related public scheme based on contributions, and 
also a system of private pension plans. The clearest dif- 
ference is one of scale—for example, their earnings- 
related public plan covers a much higher level of earn- 
ings, replaces a higher percentage of pre-retirement 
income, and has a larger fund than the Canada Pension 
Plan. Another example is the fact that private plans 
cover 90% of workers in Sweden, which is almost 
double the private plan coverage in Canada. 

I was also very interested in their more gradual 
approach to retirement. There is, in Sweden, a partial 
retirement program which enables workers to move 
from full to part-time work after age 60 with only a 
minimal reduction in their income. This helps to avoid 
the shock of the abrupt retirement which is the general 
practice in Canada. It can also be an advantage to both 
the employer and the employees in offering an alterna- 
tive to sudden layoffs or costly early retirement plans. 

Another thing which I found of interest in the 
Swedish system is the way in which they invest part of 
the surplus of their public pension funds in the private 
sector. These investments are in the hands of a board 
made up of representatives of employers and labour 
which operates at arms’ length from the government. 
There are certain rules regulating these investments— 
for example, the company must be Swedish and the 
total amount of stock of any one company that can be 
held by the pension fund is limited. As well, the fund 
can’t invest in banks or insurance companies. I was told 
that the pension fund is an important source of invest- 
ment capital in the Swedish economy. 

One thing that struck me particularly was the size 
of the investment made in the pension system in each of 
these four countries. In Germany, for example, the pub- 
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lic plan is supported by a contribution of 18% of payroll, 
9% paid by the employees and 9% by employers. Any 
contributions to a private plan must, of course, be 
added to this cost. Comparable levels of contributions 
apply in the other three countries. In Sweden, the pub- 
lic plans are financed by some 20% of payroll, with 
additional percentage points for the private plans, all 
paid entirely by the employer. 

Compare this with our 3.6% contribution rate for 
CPP. Even taking into account the taxes paid to support 
OAS, and the private plan contributions (generally only 
a very few percentage points) paid by roughly half of 
our work force, our contribution to pensions is small 
related to these European countries. 

Don’t get me wrong. I am not proposing that we 
should adopt their levels of contribution. But Iam sug- 
gesting that we can afford to make provision for 
adequate retirement incomes in Canada. We may be 
having a few problems at the moment. But pensions are 
a long-term matter. And consider the enormous future 
potential of this fortunate country to which we belong. 
Let us take the optimistic view. Let us not be timid in 
seeking solutions to the pension problems now before 
us. Canada can and will provide a decent living to its 
senior citizens. 

Now, I am not suggesting that we can expect to find 
ready-made answers to our pension problems simply by 
looking at the experience of other countries, any more 
than we can expect to find them ready-made here at this 
Conference. But we can learn some very important 
things in both cases. 

The first is that the problems we face are not insur- 
mountable or unique. Other people have faced the same 
difficulties and have found ways to cope. And there is 
every reason to believe that Canadians can do at least as 
well. 

Secondly, by adopting a flexible attitude in examin- 
ing the ideas and experiences of others we have a 
greater chance of finding the solutions that are appro- 
priate for us. 

And thirdly, we have no reason to fear the future if 
we get to work now, to create the kind of system we will 
need in the years to come. 

I don’t wish to leave the impression that our an- 
swers lie in scrapping the system we have in place and 
adopting some other approach simply because it has 
worked well elsewhere. On the contrary, what I have 
seen in other countries and what I have seen right here 
at this Conference has convinced me that the answers 
can and must be found right here and must be based on 
the social, political and economic structures that Cana- 
dians have worked so hard to create and maintain. 

If I may add one final remark, I would like to say 
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that this National Pensions Conference is a most impor- 
tant event for me, personally. Ever since I first became 
Minister of National Health and Welfare, one of my 
highest priorities has been to attempt to provide the 
assurance of a decent standard of living to our senior 
citizens. We have made some significant improvements 
to the Guaranteed Income Supplement program. But 
this Conference, I hope, will mark the beginning of a 
fundamental decision-making process which will en- 
sure the achievement of that important goal—a life of 
comfort and dignity in retirement for all Canadians. 
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The Honourable Allan J. MacEachen 
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Closing Remarks 


The Honourable Allan J. MacEachen 


I want to express my thanks and the thanks of the gov- 
ernment to all the participants for coming to the 
Conference. Obviously, each of you has added a particu- 
lar dimension to the Conference because of your own 
expertise or because of a particular perspective you have 
brought to the deliberations. 

You know very well that this Conference was con- 
vened with two main objectives in mind. The first was 
to raise public awareness about pensions; the second 
was to establish a forum in which you could express 
your views on how Canada’s pensions should be re- 
formed and I believe that on both these counts the 
Conference has been a success. We have heard a num- 
ber of interesting proposals throughout the Conference. 
These will be very useful in addressing the fundamental 
decisions that lie ahead. 

There has been a good deal of lively discussion and 
I regard that as a very healthy sign. Sometimes it can be 
carried to extreme but not here. A major social policy 
initiative, and economic policy initiative, such as pen- 
sions, requires a healthy expression of views and | 
would say that the views of pensioners expressed in 
these meetings will be as valuable as those expressed by 
the technical experts. Certainly they will be to me and to 
members of the government as we tackle this very im- 
portant problem. 

We have come a long way it seems to me toward 


| developing not a full consensus but a consensus on pen- 


sions in a very short period of time. Let us remind 
ourselves of the sharply different views that were pres- 
ent only five or six years ago. In the mid-70’s, we 
scarcely knew what was wrong with the pension sys- 
tem, let alone the various solutions or what was feasible. 
Today, I sense that there is a growing agreement on the 
nature of the problems and on some of the possible 
directions of reform. To be sure, there are still many 
difficult decisions to be made and certainly while I 
would not want to minimize them, I do see some 
progress. 

This Conference may be regarded as the culmina- 
tion of one set of events and the start of another process. 
On the one hand, the past few years have witnessed an 
extensive period of study and evaluation, both in the 


public domain and in the private sector. This Con- 


ference is the culmination of that effort. On the other 
hand, we have started the period of policy development 
that hopefully will lead to concrete reforms and 
implementation. 


One conclusion that you will have reached un- 
doubtedly is that designing an acceptable program of 
improvements to our pension system is a complicated 
process. If we have made progress towards agreement 
on the flaws in the present pension structure, no simple 
solution has yet appeared on the horizon. As for myself, 
I find the pension issue about as complicated as any | 
have had to face in government. 

Admitting the complexity of the problem, however, 
should not deter us from attacking it with determina- 
tion. The federal government has clearly and frequently 
stated its firm commitment to pension reform. This 
Conference is one step along the path to action. 

I don’t want to attempt to cover the ground that was 
covered by the excellent reports we have heard this 
morning nor the many interesting comments that were 
made at the microphone, but I would like to point toa 
few themes that seem to have emerged that struck me 
particularly. The first is of course the continuing prob- 
lem of the low-income elderly, that is, those Canadians 
who have already retired. The OAS, GIS, and provincial 
top-ups are the programs designed to protect those of 
the elderly who have little or no private income. These 
are vital government programs and as you well know, 
the GIS has been increased twice in recent years. There 
appears to be widespread agreement among partici- 
pants that the private pension system is not the 
appropriate vehicle for improving the position of the 
current elderly who have low incomes. This is seen as a 
government responsibility. Most participants seem to 
think that the GIS is the most appropriate way of achiev- 
ing the elimination of poverty in this particular segment 
of the Canadian population. 

The question of coverage of the employer- 
sponsored pension system has also received a good deal 
of your attention—and justifiably so. The question has 
always been at the heart of pension reform and is inev- 
itably the most contentious. 

Indeed, the low levels of coverage by private plans 
was one of the main factors lying behind the adoption of 
the Canada and Quebec Pension Plans 15 years ago. 
While the coverage of the employer-sponsored pension 
system has in fact increased since that time, it is not yet 
complete and I think that most participants at the Con- 
ference recognize this. 

However, it is fair to conclude that the Conference 
has not been able to arrive at a consensus on how to best 
address the coverage problem. I believe that was evident 
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this morning. A number of different proposals have 
come forward for expansion of coverage. These range 
from a voluntary expansion to mandatory coverage. 
Even among those supporting an extension of manda- 
tory coverage, there are differing views on whether they 
should be based on public or private plans. As in the 
case of all the discussions at this Conference, we intend 
in the government to examine carefully all points of 
view, and weigh the various problems and possible so- 
lutions against the costs associated with each alterna- 
tive. In this, we will benefit from your detailed 
discussions on this subject. I think that we are now ina 
much better position to understand and appreciate all 
the points of view that have been expressed. 

Whatever Canadians finally decide about the shape 
of their pension system, it is, I think, universally agreed 
that private pension plans will continue to play a vital 
role in the retirement income system. The issue seems 
to be the size of the role. As a result, the questions of 
how such plans deal with inflation, the protection of the 
mobile worker, and women, are equally vital issues to 
be addressed. 

The effect of inflation on private pension plans is 
perhaps one of the most difficult problems that we face. 
Indeed, the existence of historically high rates of infla- 
tion is one of the principal elements in the changed 
situation which Mr. Castonguay spoke about. While my 
first priority is to work to reduce the rate of inflation, 
this is a continuing long-term effort. I think that we 
must also deal with the immediate problem of the harm- 
ful effect inflation can have on those with pensions from 
employer-sponsored pension plans and on those people 
in our society who are least able to protect themselves 
from inflation. 

While there is no firm consensus on precise mea- 
sures to protect pensioners, | think it is fair to say that 
there is now a good deal more agreement than there 
was a few years ago. The practice followed by some 
plans of increasing deferred pensions and pensions- 
in-pay in line with the interest earnings of the pension 
fund has been advocated by many within the private 
sector. This type of mechanism has received a good deal 
of attention by the Conference participants. 

I also noted this morning that there is a wide mea- 
sure of evolving agreement among participants at this 
Conference that Canadian employer-sponsored pension 
plans should, in general, have earlier vesting. This too 
is encouraging, and such a measure would in itself, be a 
significant step in pension reform. | also think that there 
is widespread agreement that better portability and 
locking-in provisions are desirable in a society such as 
ours where people are mobile. 

And of course, one of the most important issues 


48 


dealt with by the Conference is that of the place of 
women in the pension system. I believe it is possible to 
detect some agreement that the employer-sponsored 
pension system is in many respects out of date with 
respect to the treatment of women. The treatment of 
survivors is perhaps the most widely agreed upon as- 
pect of this. The question of how to treat childbearing 
and child rearing years from a pension perspective has 
also properly attracted a good deal of your attention. 
And certainly I listened to comments this morning from 
the microphones calling for changed attitudes if pension 
problems relating to women are to be successfully tack- 
led. Now these are a few comments as | attempted to 
focus upon your deliberations. I would like to make a 
few general observations in conclusion. 

The first is that the federal government cannot act 
alone in pension reform. The provinces have many of 
the instruments for the reform of private pensions. They 
also have an important stake in public sector reforms 
because their concurrence is required to effect changes 
in the Canada Pension Plan. Meaningful pension re- 
form obviously will require close and harmonious co- 
operation with the provinces. The federal government 
acting alone cannot give Canada a retirement system 
geared to suit the expectations and needs of Canadians. 
Iam confident that the provinces share our basic objec- 
tives in this respect and will work together with us in 
the best interests of Canada. 

Secondly, you will not be surprised that a Minister 
of Finance should express concern about the price tag 
on pension reform. Monique referred to my days as 
Minister of National Health and Welfare. In that period I 
was able to participate in the Parliament of Canada in 
some very major changes including the adoption of the 
Medical Care Act, the Guaranteed Income Supplement 
and the Canada Assistance Plan, all of which have stood 
the test of time, but indeed constitute a very significant 
proportion of the large budget administered by the Min- 
ister of National Health and Welfare. Little did I realize 
when | used to advocate with the Minister of Finance of 
those former days for larger expenditures and social 
programs that one day I would be in the role of Minister 
of Finance myself. And you know, having at times a 
somewhat theological frame of mind, I believe that lam 
now as Minister of Finance probably paying a public 
penance for those spending habits of my former years. 

But I must say that though I have not lost the sen- 
sitivity to these questions which I felt in those days, I 
must, and do so quite deliberately, discharge equally 
important responsibilities as Minister of Finance. And it 
is not just the budgetary implications I am thinking 
about, or the impact upon the budgets of the provinces, 
but also on the impact of higher pension costs on the 


0 GREE ht eel 


competitiveness of our industry, the structure of our 
capital markets and the efficient growth of the economy. 
I believe that Mr. Claude Castonguay and other speakers 
were right in reminding us of these aspects. 

Pension coverage, for example, will pose particular 
problems for small businesses. They would be called 
upon to face added paper work as well as finance new 
fringe benefits. The federal government will ensure that 
pension reform reflects economic as well as social objec- 
tives. While we want and will achieve I believe an 
improved retirement system, we also want employers in 
Canada to continue to provide growing job oppor- 
tunities for the working age population. We also want to 
protect the position of future generations. I will, I assure 
you, be a staunch advocate of pension reform but I will 
be an advocate of reforms that the country can afford 
and those reforms will be timed carefully to match the 
availability of resources and the needs of the economy. | 
believe that that is an important reality that I face, that 
you face and that I faced in former years as Minister of 
National Health and Welfare. But I will tell Monique 
that the situation can be improved despite the existence 
of the Minister of Finance. 

I finally also want to stress that some elements of 
the current system have not yet matured. I am referring 
to the need to put the financing of the Canada Pension 
Plan on a long-term basis and to the fact that our popu- 
lation is still young vis-a-vis other countries. This means 
that in the next 30 or 40 years there will be more elderly 
in our population. lam confident that we, as a country, 


_can handle it without serious difficulty as national 


wealth rises and as the number of young people requir- 
ing public services declines. Nevertheless, we will have 
to devote additional resources to pay for the current 
retirement system and benefits already promised let 
alone any expansion of it. 

- The difficulties posed by the points I have just 
raised are neither small nor easily overcome, and they 
will have to be taken into account in shaping our pro- 
gram of pension reform. Their existence points up one 
very good reason why we have approached pension 
change with caution, perhaps even more so than some 
of you may feel is justified. But of equal weight and 
concern are the difficulties inherent in the process of 
reform itself—the tasks of reconciling the sometimes 
conflicting interests and responsibilities of the federal 
government, provincial governments, private employ- 
ers, pensioners, the working population, the views of 
the women’s organizations, the views of the labour or- 
ganizations. All of these have to be taken into account in 
the process of implementing pension change. 

But let me tell you as one who participated quite 
closely in the development of the policy of the Canada 


Pension Plan and the implementation of that policy and 
then in its passage through Parliament, that it is a very 
complex process. As we say, we are going to launch into 
major pension reform. It is an exciting concept and 
should obviously attract our imagination. Nevertheless 
let us bear in mind that it is an extremely tedious, la- 
borious, painstaking and contentious process. But we 
have gone through all of that before and fortunately the 
system that is in place has not been under attack. Today 
there are views as to its future role, of course differing 
views, but I think it should be reasonably clear that 
there are reasons why we have not yet taken any deci- 
sions about the future course of action on pensions. We 
will be getting down to that more difficult job now that 
this Conference is over. 

You may wonder what is next. Well, we have the 
Conference; we have excellent studies. During the next 
few weeks and months we in the government will be 
assessing the Conference, considering the views ex- 
pressed and formulating our own approach. We will 
have to make decisions and put together proposals 
which then will have to be discussed with the 
provinces. As you know, the Prime Minister mentioned 
that those discussions could start as early as July. 

And how long will the process take? Well that is 
very difficult to know, if only because of the complexity 
and multi-dimensional nature of the problem. But what 
I do know is that we are firmly committed to pension 
reform as a government and we intend to give it high 
priority. But in saying that J also reiterate that pension 
reform must fit in with the social, economic and fiscal 
objectives of the government, and must avoid major dis- 
ruption to the economy. Indeed, it must strengthen the 
economy and we must regard any change in the pen- 
sion system as a positive contribution for the well-being 
of Canadians and the well-being and the strength of our 
overall society. 
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The Future Shape of Private Sector Pensions 


William Kennedy 
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Introductory Remarks 
William Kennedy 


Ihave the pleasure of being moderator for this after- 
noon’s presentation, “The Future Shape of Private Sector 
Pensions”. The discussion will include all forms of re- 
tirement income except for those who work for 
governments or their agencies. The alternative pro- 
posals you will hear come from all segments of the 
private sector—from those who receive benefits, from 
private plan sponsors and suppliers to the pension in- 
dustry. Many of the problems outlined this morning 
were not contemplated when present programs were 
designed, negotiated or legislated. There have been sub- 
stantial improvements at all levels but not enough to 
meet today’s realities or expectations. 

We need short-term solutions to help the elderly 
poor, and perhaps quite different solutions to improve 
the equity and efficiency of the overall retirement sys- 
tem for future generations. Only by working together as 
we are today will we develop a reasoned and equitable 
system that balances social need with economic reality. 

That process is being moved ahead by a shift in 
attitudes towards consensus. This has become evident 
in a number of areas. The Canadian Pension Conference 
recently conducted a survey of its 1,200 members who 
devote a significant portion of their time to pension- 
related matters in all segments of the industry. The sur- 
_ vey shows that a majority now: 

@ recognize basic pension benefits as deferred wages; 

@ favour improved spousal benefits; 

@ propose substantially earlier vesting; and 

@ — support the option of continuing to work beyond the 
age of 65. 

I think the survey report contains some very good 
statistics on attitudes that have changed over the past 
couple of years. 

While there may be some agreement on these and 
other issues, a number of differences will remain after 
the Conference—differences that should continue to be 
analyzed, discussed and ultimately resolved. To support 
this ongoing process, a number of private sector associa- 
tions have established an informal task force called “The 
Action Committee on Retirement Income Security”. 
They are currently considering the wording of a pro- 
posed statement of fundamental principles to guide the 
future development of the retirement system. All 
groups who are interested in participating are invited to 
attend the next meeting of this task force which will be 
held on April 9 at the Royal York Hotel in Toronto. We 
certainly welcome your participation in this activity. 


The four panels this afternoon which correspond to 
tomorrow’s workshop topics will be followed by an ob- 
jective summary. Those on the platform with me now 
will be replaced by others for the remaining two ses- 
sions. There will be a total of 14 presentations, many of 
them representing options proposed by several groups 
within a particular segment of the private sector. Our 
time is so constrained that discussion will not be possi- 
ble and any questions that you have should be saved for 
the appropriate workshop session tomorrow. Each pan- 
elist has been asked to present alternative proposals and 
supporting arguments for the groups represented with- 
out criticizing the positions presented by the other 
speakers. This brainstorming approach hopefully will 
encourage positive results and conserve time to permit 
all positions to be presented in an equally objective 
manner. 

The first speaker in each panel representing plan 
sponsors and suppliers will be given equivalent time to 
the other speakers who represent plan members, the 
special concerns of women, present retirees, and those 
not covered by private plans. In some cases the first 
panelist has opted to split his longer presentation to 
deliver a portion of it as a summary after the others have 
spoken. My introduction of each panelist will be brief to 
conserve their speaking time. 

The first panel topic—*“Coverage” —has been allo- 
cated the most time because of the number of 
alternatives and positions to be presented. Panelists will 
be dealing with persons in the private sector not covered 
by private plans and those who are not covered by the 
Canada or Quebec Pension Plans such as homemakers 
and the unemployed. 
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Coverage 
John Panabaker 


_ This is a unique occasion, a new venture in the forma- 
tion of public policy in Canada. I congratulate the 
Government on its initiative in calling this Conference, 
and Iam honoured to participate this afternoon. 

The fact that Canadians from so many diverse back- 
grounds have come here to seek a path through the 
pension “jungle” is a hopeful sign. In this room are 


iz many different viewpoints, and many deeply held con- 


victions, but Iam certain all of us agree on at least two 

statements: 

(1) past approaches to pensions for Canadians have 
been outmoded by economic and social change; and 

(2) the status quo is simply unacceptable. 

It is entirely appropriate that the first topic this af- 
ternoon should be coverage. What you believe about the 
question of coverage determines your fundamental ap- 
proach to every pension-related issue. The material in 
your kit includes some of the statistics which led various 
commissions and committees to conclude that coverage 
is the gut issue. Not everyone agrees with that con- 
clusion. In varying degrees, the dissenters do not 
believe that a significant problem remains if part-time 
workers, workers under 25, “opted out” workers, self- 


| _ employed, and those with low incomes who already 


_ have high replacement ratios are excluded. More analy- 
sis may well be required, but the fact remains that all the 
Canadian commissions have asserted that coverage is.a 

_ crucial problem. 
Coverage is often defined as the percentage of 


_ workers who are members of a registered pension plan. 


But that is just a starting point, since membership 
means little if the expected pension fails to meet a 
reasonable test of adequacy. 

Thus I believe coverage should be viewed in two 
dimensions: first, in relation to the percentage of work- 
ers who are members of pension plans; and second, in 
relation to the assurance that those workers will receive 
pensions providing a reasonable replacement ratio of 
pre-retirement take-home pay. That latter distinction is 
noteworthy. What matters is spendable income both be- 
fore and after retirement, not gross income. 

Moreover, in defining coverage in these two dimen- 
sions, we must also look at the respective roles of 
government, of employers, of unions, and of indi- 
viduals in providing for retirement needs. I believe that 
there should be a fundamental role for involvement of 
all these sources over the range of i incomes of ordinary 


Canadians—say those earning up to a level of 50% 
above the Average Industrial Wage (AIW). We need not 
be concerned at this Conference with the retirement in- 
comes of corporate executives or professional athletes. 

In looking at the question of coverage, we must also 
decide whether it is correct to focus only on pension 
plans. Many Canadians contribute to Registered Retire- 
ment Savings Plans (RRSP’s) and Deferred Profit 

Sharing Plans (DPSP’s); others invest in real estate with 

a view to creating retirement income for themselves. 

However, as the statistical material demonstrates, 

RRSP’s are heavily used by professionals and by people 

who are already members of pension plans. I conclude 

that these vehicles are highly desirable for the self-em- 
ployed and for those who wish to provide themselves 
with a supplementary source of retirement income. It is 
clear, however, that they do not address the problems of 
coverage and adequacy for those earning AIW or less. 

We must also be careful to draw a distinction be- 
tween the task of creating a rational, coherent pension 
system for future retirees, and the income problems of 
today’s elderly Canadians. Indeed, with the possible ex- 
ception of inflation protection, what we discuss this 
week will be oriented toward future needs, not to the 
needs of today’s retired. Their problems are real—and 
the best and fairest way of helping them is through 
government programs like GIS, or the provincial sup- 
plements. Indeed, from my viewpoint, alleviation or 
prevention of poverty among the aged and among those 
who have not been part of the work force should be 
among the top priorities for expenditure of the govern- 
ment funds available for social programs. Our respon- 
sibility this week is to design a pension system which 
will make such assistance less and less necessary as the 
system-matures. 

The coverage issue boils down to a few essential 
questions: 

(1) Does society have the right to insist that Canadians 
spread their incomes between working and retire- 
ment years, so that they will not become depen- 
dents of the state in future? 

(2) If the answer to that question is “yes”, to what ex- 
tent, and in what form, should the element of 
compulsion be introduced to ensure that Canadian 
workers have adequate retirement incomes? 

The answers people have given to these questions 
are implicit in the various proposals for pension reform 
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which have been made. These proposals cover an entire 
spectrum. Nevertheless, we can identify three basic pol- 
icy positions which I'd like to describe in more detail. 
Let's call these approaches “renovating”, “mandating”, 
and “expanding”. 

The renovators argue that if higher standards are 
imposed on private plans with respect to vesting and 
inflation protection, and if workers are prevented from 
opting out of plans provided for them, coverage will rise 
over time and no further action need be taken. Renova- 
tors are not prepared to mandate the existence of a 
pension plan in any specific employment situation. This 
position is identified with such groups as Mercers and 
the Toronto Board of Trade. 

The second group are the mandators who would 
require a pension or savings program to be part of every 
employment situation. There are two species of 
mandators. 

The first kind of mandator would require employers 
to provide pension plans, but would allow a significant 
range of plan designs and options, as long as a set of 
minimum government-prescribed standards were met. 
This approach would involve reciprocal transfer agree- 
ments among employers and the use of special locked- 
in RRSP’s to ensure portability in all cases. Simplified 
plans meeting the minimum standards could be created 
for small employers, groups of employers, or unions. 
Those supporting this approach argue that it is fairer to 
require all employers to assume a minimum level of re- 
sponsibility for their employees’ retirement incomes, 
rather than impose additional costly improvements on 
employers who have pension plans and let the others go 
scot free. This is the approach which the Canadian Life 
and Health Insurance Association recommends, and 
which I strongly endorse. 

The other variant of mandating is the Provincial 
Universal Retirement System (PURS) approach recom- 
mended by the Ontario Royal Commission. This is 
centred on individual workers rather than on employers 
and would require retirement savings arrangements 
similar to RRSP’s, but funded by contributions from 
both employers and employees. In essence, each person 
would be compelled to maintain a single-purpose sav- 
ings account, invested as that individual might decide 
from time to time. Administration of these plans would 
be in the public sector, subject to limited “opting out” by 
employers. Investment decisions would remain in the 
private sector. 

The third alternative would be enlargement of the 
Canada/Quebec Pension Plan. This expansionist posi- 
tion has the advantage of simplicity. It enlarges a plan 
which is already in place, rather than taking the time 
and trouble to create a new program. This expansionist 
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position is strongly identified with the Canadian Labour 
Congress. 

These, then, are the significant alternatives: reno- 
vating, mandating, or expanding. What are some of the 
questions we must ask ourselves and each other as we 
attempt to decide which of these approaches is most 
attractive? 

First, how will the constitutional questions with re- — 
spect to pensions be resolved? Will pensions continue to 
be primarily a provincial responsibility or will there be a 
greater federal presence in this area after some future 
redistribution of powers? Can sufficient agreement be 
obtained among the federal and provincial governments 
to permit significant reform to take place? 

In passing, it might be noted that ad hoc settlements 
between Ottawa and the provinces with respect to in- 
surance legislation have given Canadians and the 
insurance industry reasonable stability and uniformity 
of insurance law and regulation. That shows it can be 
done. Is there the political will to do it again in the field 
of pensions? 

Second, can coverage be expanded sufficiently by 
the use of moral suasion, vesting improvements, and 
the tax deduction carrot, or is some form of compulsion 
required? ; 

Third, this is an uncertain and rapidly changing 
world. How many of us, a decade ago, could accurately 
predict the social and economic conditions, and the po- 
litical priorities of 1981? In the light of this, how 
confident can we be that any-solution we decide upon 
will ultimately prove to have been the “right” solution? 
The answer won't be known for half a century—and 
that fact alone should keep us all humble. 

Fourth, what are the nation’s economic priorities? 
There can be no guarantee of « a strong future for the 
retirement income system independent of maintaining 
a healthy and productive economy. There is no free 
lunch. All the income of the retired must come from 
current workers or from drawing on previous savings. 
We already know that the age distribution of the Cana- 
dian population is badly skewed, and that in future 
GNP will be under greater strain than today because of 
the cost of looking after so many more elderly people. 
Other social priorities may well come to the forefront, 
especially with respect to the needs of the disabled. 
How much of a burden do we want to pass on to our 
children, and to their children? More to the point—how 
much burden dare we try to shift to their shoulders? 

When we ask these questions, we begin to see that 
there are no easy answers—even expanding CPP. That 
route poses significant problems for the economy and 
for future retirees. For the economy, the risks are the 
lack of savings and investment capital if CPP is un- 


funded, and the problems which would flow from state 
control over the funds if itis. For the retirees, the risks 
would centre on the fact that all their pension eggs 
would be in one basket, and that basket would be sub- 
ject to the political priorities of the first quarter of the 
21st century—whatever those priorities might be. 

It might well be argued that our governments 
would never go back on the promises they have made to 
the nation’s retirees—but times and priorities can 
change. I would remind you of the present bitter contro- 
versy over the future of Medicare and of the way in 
which the priority accorded to university financing has 
eroded in the last decade. What might happen is that 
future governments would have to raise the age of CPP 
entitlement, or set retirement or income tests, to try to 
keep costs of these pension programs within acceptable 
bounds. 

In my view, the expansionist solution will destroy > 
the stability of the tripod on which sound pension plan- 
ning should rest, by making the pension income of most 
Canadians entirely dependent on the unknown va- 
garies of the political process, decades hence. 

Iam utterly convinced that providing everyone’s 
retirement income entirely through government pro- 
grams is a more perilous long-term course than a 
diversified approach that recognizes the balance which 
should always be maintained among social programs, 
employment-related plans based on capital investment, 
and personal savings. 

Whatever course is finally chosen, governments 
will be involved. Governments can choose to be sup- 
pliers of an adequate “safety net” to prevent the sad and 
inhumane spectacle of poverty among the aged. They 
can continue to provide, through such programs as CPP 
and QPP, a base of earnings-related retirement income, 
and they can act as umpires and regulators to ensure the 
fairness and completeness of the system. Or govern- 
ments can move in and displace most private involve- 
ment in the pension system. 

I believe that adequate pension coverage is an issue 
which must be solved. But I also believe that Canadians 
increasingly recognize the problems of excessive depen- 
dence on government, and prefer more choice, more 
flexibility and more savings. Our responsibility is to find 
a solution to the coverage question which recognizes 
both the need of the economy for capital, and the aspira- 
tions of people for a sense of independence and a 
personal stake in providing for their retirement. 


John Panabaker is President and Chief Executive Officer of 
Mutual Life Assurance Company of Canada. 
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Mike Rygus 


Before I begin, I would like to express a couple of com- 
ments. I agreed to accept the rules of participation this 
afternoon set out by the Chairman under protest. I have 
never been put in the position where I had to sit with 
three controversial panelists, state my case without an 
opportunity to get back at them, or without you getting 
a chance to get back at us. But be patient, tomorrow is 
your turn. Today we can get away with anything we say. 
But we shall be here tomorrow and you can get even 
with us. 

This morning we had two principal speakers, Mrs. 
Shirley Carr from the Canadian Labour Congress and 
Mr. Claude Castonguay from the private pension indus- 
try, who set out two different views in terms of 
proposals for solutions to the issues that confront us at 
this Conference. We do have major differences of opin- 
ion. If we recognize this, it will be easier for us to 
understand the options and to see the total scope and 
spectrum of what we’re dealing with. On the other 
hand, if we arrived with the idea that our differences 
were so narrow and blurred, I think we would wrestle 
with the issues for a couple of days not knowing what 
we had been dealing with when we left. 

First of all, I think when we talk about coverage, 
we're talking about the very bed-rock issue of pension 
plans and what benefit they are to future retirees. If 
you're not covered, it doesn’t mean a tinker’s toot to 
you. If you are covered, it may mean something to you 
and I want to elaborate on that ina moment or two. 

We were told this morning that the employer-based 
pension system provided only an average of 12% of total 
post-retirement income in 1975, and more current fig- 
ures bring that figure to still less than 15%, Under the 
present private pension system, limited coverage is one 
of the primary reasons why the retirement income of 
most older Canadians is inadequate, but coverage is an 
issue which cannot be dealt with in isolation. There are 
at least two important issues—portability and vesting — 
which are closely linked with coverage. If you don’t 
have all three, you don’t have very much in the final 
analysis. 

We also heard this morning that less than half of all 
working Canadians are covered by any employer-based 
pension plans, but even this exaggerates the coverage 
since vesting restrictions and lack of portability mean 
that many of those now covered-will receive no pension 
whatsoever when they retire. 

“The benefits from many private plans, even when 
vested, are not sufficient on top of the public plans to 
raise retirees above poverty line levels. They also do not 
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prevent a huge drop in the worker's standard of living 
on retirement even before inflation starts eating into the 
benefits. Even 100% coverage under employment-based 


plans would in itself be no guarantee of adequate post- 


retirement income. People who are not employed for all _ 


or substantial portions of their adult working life are 
unlikely to have significant private pension benefits, 
and in fact, if any CPP or QPP. 

We already have the basis of universal pension sys- 
tems—the OAS, the Guaranteed Income Supplement, 
and the Canada as well as the Quebec Pension Plans— 
which could deal with the coverage problem, and deal 
with it on a universal basis. We need to raise the Old 
Age Security and Guaranteed Income Supplement com- 
ponents to assure all retired Canadians a living income 
above the poverty line. 

The goal of income maintenance, at least up to the 
Average Industrial Wage level, can best be dealt with 
through the Canada and Quebec Pension Plans by in- 
creasingthe benefit and contribution levels—the benefit 
level from 25% to 50% —and we recognize you can’t do 
that without a corresponding increase in contribution 
levels. 

A “child-rearing drop-out” provision would help 
people with limited employment records. A voluntary 
opt-in provision for housewives would be inequitable, 
and regressive, and of use only to upper income 
women. A proposal in that direction is what I call the 
“Cadillac” amendment—those who can afford to drive 
Cadillacs will make voluntary contributions to CPP, 
those who can’t afford it won’t, so we would be further 
aggravating the problems. 

An expansion of the private system cannot solve the 
basic coverage problems. Even such private pension- 
oriented groups as the Canadian Life and Health Insur- 
ance Association (CLHIA) and the Ontario Royal 
Commission have recognized that we cannot count on 
voluntary private plans to provide adequate cc coverage. 

A compulsory scheme, ike the CLHIA or PURS 
proposals, amounts to a personal savings plan and not a 
pension plan, and I think we need to make that distinc- 
tion very clearly at this Conference. It could lead to vast 
differences in pension benefits to people with the same 
employment and contribution records. One of our col- 
leagues at the Canadian Labour Congress has said that 
even with a 2% difference in a long-term income yield, 
the difference between a 6% and an 8% could make a 
difference of almost 100% in the ultimate amount of the 
annuity that you would be able to buy. Consequently, 
with a difference of 2% yield in their investment income 
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ona long-term basis, you can imagine the disparities 
that can occur between two people working side by side 
in the same plant. It places all of the risks on the shoul- 

_ ders of the employee. It would involve huge extra 

_ record-keeping and administrative costs, as well as a 
substantial cost in the integration of existing employ- 
ment-based plans to the new schemes. It would also 
provide windfall profits for the life insurance and trust 
companies at the expense of pensioners. 

The future coverage of private sector pension plans 


must be ina supplementary role, and I want to under- 


score this here because some of our friends even in the 

_ Canadian labour movement have not clearly understood 
what the ramifications of the CLC pension proposal 

_ would be. What we are saying is: There is a continuing 

_ need for private sector pension plans to play a supple- 

_ mentary role. For example, for providing benefits above 


the public pension levels, for early retirement to those 


in their 50’s and early 60’s who lose their jobs indefi- 


__ nitely and cannot find suitable employment, for those 
_ ondisability, and for meeting the requirements of the 


elderly in the transition period to the new public plans. 
Finally, there are a couple of things that we can’t 

afford to lose sight of in the current economic scene. 

First of all, many of us may not be familiar with the basic 


fact that there is an increasing trend to part-time em- 


ployment in our society, particularly in the service 
industries. This is not only a Canadian phenomenon, it 
is a world-wide phenomenon. In the last couple of 

__ years, we have seen (and let’s not kid ourselves, this is 
not going to walk away in the next year or two when the 
economy picks up a bit on this continent) plant closures 


__ by the dozens. We have seen companies in hardship 


situations that we would never have believed could hap- 
pen five years ago. We have also seen major layoffs by 


_ the scores throughout the length and breadth of this 


continent. People who thought they had a pension eq- 
_uity, all of a sudden find that it vanishes. It isn’t there 
anymore. 


These are the things that we have to keep in mind 
when we talk about the prospective solutions. I want to 
leave one basic thought with you. We are not going to 
find the solutions simply by tinkering with the status 
quo or by putting a couple of bandaids on it. I hope that 
we haven’t called this Conference to kid ourselves that 
we can camouflage a couple of things and find solutions 
to our basic problems. I think we’ve got to look for the 
real challenges and the real solutions. I hope that we can 
persuade you before the end of this Conference that 
those solutions are in the arena proposed by the Cana- 
dian Labour Congress. 


Mike Rygus is General Vice-President, International Associa- 
tion of Machinists and Aerospace Workers. 
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John Bulloch 


Iam very pleased to have been given the opportunity to 
participate here on behalf of our 58,000 members and 
their 750,000 employees. 

I have been asked to give you the “Small Business 
Perspective” on the National Pension Debate. Before I 
do that, however, and before I concentrate on the issue 
of coverage per se, I want to give you some feeling for 
the small and medium-sized business sector. This brief 
descriptive background will, I think, help you to put my 
remarks on technical issues into context. 

Firstly, small and medium-sized business is every- 
where. It exists where trust and life companies do not. It 
exists where lawyers and accountants do not. It is built 
on family and community foundations and in a social 
structure which is more self-sustaining and mutually 
supportive than much of urban society. While it tends, 
in general, to have a benevolent and paternalistic ap- 
proach to its employees, it prizes self-reliance and 
initiative—the very qualities which created the enter- 
prise in the first instance. It emphasizes freedom of 
choice and personal responsibility and is, always and 
everywhere, suspicious of regimentation. 

Secondly, the small and medium enterprises sector, 
the SME sector, is extremely varied. It consists of busi- 
nesses which are highly seasonal such as tourism or sod 
farming and which tend to employ a very mobile 
seasonal work force. It includes retail and service busi- 
nesses with peak load demands (like Christmas) which 
necessitate part-time youth employment. On the other 
hand, some growing manufacturing companies have a 
rather more permanent work force. 

Thirdly, small and medium-sized business is small. 
Although extremely important to our economy, 
medium-sized businesses in Canada are, numerically, 
few and far between. The Federation membership mir- 
rors the national economy. Forty-two per cent of our 
members employ fewer than five people, including the 
owner. Eighty-five per cent of our members employ 
fewer than 20 people and their average size is six per- 
sons. On the other hand, the 2% of our members who 
employ more than 100 people, represent 28% of all SME 
employment. 

The first principle, therefore, which must be kept 
firmly in view is variety. No uniform legislation, no uni- 
form policy can adapt itself comfortably to the infinite 
geographic, sectoral and size specifications of small and 
medium-sized business. Nor can a system which creates 
new dependencies find any welcome among this self- 
reliant group of people. 

Now to my assigned topic—Coverage. It has been 
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argued persuasively that one of the major chinks in our q 
national pension armour is inadequate coverage. Gaps 
in pension availability range from housewives to un- 
protected spouses to regularly employed but uncovered 4 
people. Some coverage inadequacies are laid at the door — 
of businesses and, to some extent, rightly so. Vesting 
and portability provisions are inadequate. Mobile em- 
ployees, more and more commonplace, are penalized. __ 
Questions of portability aside, many employees are not 
covered at all by employer-sponsored plans. It will in- 
terest you to know that coverage is quite high among ou 
larger members. A majority of firms with more than 50 
employees have private plans and almost three-quarters | 
of those with more than 100 employees have such plans. 
To the extent that small business is part of the so-called j 
“coverage problem”, it is the smaller firms, especially 
those averaging six employees, for whom it has proven 
prohibitively expensive. I remind you as well that many 
of these firms are young. Upwards of 35% of our mem- 
bers have yet to cross that critical five-year mark. As 
these companies mature, pension plans willbecome 
more common, both because administrative systems can. 
handle them, and because cash flow permits them. The 
struggle for sheer survival gives way to other concerns 
but, again, only if firms make it past the five-year 
watershed. 

Staying, for the moment, with the coverage issue, 
this audience should be aware that only 18% of our 
members have formal pension plans for themselves. With 
their exclusion from the best features of so-called “ex- 
ecutive” or “top hat” pension plans, this low coverage 
can be expected to continue. On the other hand, a 
strong majority of them use Registered Retirement Sav- 
ings Plans. Many have them for spouses and would 
expect employees to do likewise. Inflation has, however, 
eroded the value of RRSP’s by 40% since the contribu- 
tion limits were last increased. The limits must go up 
and go up quickly. 

Inflation is the real villain in the pension theatre. 2 
Certainly problems of portability, coverage, vesting and 
spousal protection would be with us and would require | 
amelioration in the absence of inflation. But inflation 
deepens these underlying structural problems, widens | 
the gulf between the working population and our re- 
tired citizens and makes a sad mockery of accumulated 
savings. A locked-in, vested pension benefit which 
might have been adequate for the terminated employee 
ten years ago is wholly inadequate today—only partly 
because of design deficiencies; mainly because of the 
inflation of the last decade. Whereas ten years ago, pen- 
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sion coverage was much smaller, it was also much less 
necessary. Inflation heightens pension consciousness 
and is causing a marked shift both in pension availabil- 
ity and in pension design. Here in Ottawa, the Board of 
Trade is experimenting with a very flexible, adaptable 
money-purchase pension plan for employees of small 
firms. Other major insurance brokers and life com- 
panies are designing new methods of reaching small 
business employers with simple plans. My point is 
really, that governments should not be too hasty in their 
urge to legislate new pension arrangements. 

If there is reason for haste, it is mainly with regard 
to today’s elderly. Many pension plans, including CPP, 
have yet to mature. As public and private plans do ma- 
ture, the strain on governments to support the needy 
elderly will lessen. In the interim, however, there is little 
the private sector can do to increase pensions of today’s 
elderly. If there are needs going unmet, then govern- 
ment must meet them either through GIS or through 
provincial plans such as GAINS in Ontario. 

For its part, the private sector, including smaller 
businesses, has expressed a willingness and an ability to 
make major adjustments in the system. I know, for ex- 
ample, that spousal protection is high on the agenda of 
private sector associations and there is virtually una- 
nimity on adjusting plans to meet this real need. 
Similarly, most business associations have expressed a 
desire and a willingness to shorten vesting periods and 
to provide better portability protection to employees 
through provision of a new form of “locked-in RRSP”. 
With portable money-purchase plans increasingly avail- 
able, inflation protection in a sense looks after itself. On 
a final coverage note, our members have endorsed 
housewives’ voluntary participation in the Canada Pen- 
sion Plan. 

Insummary, you will find much private sector sup- 
port for efforts to improve the financial position of 
today’s and tomorrow’s elderly. Private systems are 
changing and will improve. Of course, the best guaran- 
tor of income is a job. Our members reject mandatory 
retirement. Further, they, with most of you, believe that 
the best way to protect today’s youth from becoming 
tomorrow’s needy elderly is to provide meaningful 
work from which they can save and invest in their own 
futures. 


John Bulloch is President of the Canadian Federation of Inde- 
pendent Business. 
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Louise Dulude 


Iam sure that many of you present here today have 
heard it said before that women are far from being well 
covered by employer-sponsored pension plans. How- 
ever, I would be willing to bet that few of you are really 
aware of the extent to which women are ignored by 
these programmes. 

The figure you have probably heard is that less than 
a third of female paid workers are in employer- 
sponsored pension plans. A much more significant 
number is that out of 100 Canadian women aged 18 to 65 
today, only 15 are participating in such plans. Out of 
those 15, nine are working for some level of govern- 
ment. So only six women out of 100 are in private sector 
pension plans. 

What do the other 85 women do? Twenty-nine have 
full-time paid jobs, nine work part-time, and 47 others 
are not in the labour force. 

Why are the 29 women with paid jobs not covered? 
Because most of them work for small, precarious busi- 
nesses which provide insecure jobs for a low pay and no 
fringe benefits to their non-unionized employees. (As 
an indication, only 27% of female paid workers were 
unionized in Canada in 1977 compared with 42% of the 
men.) 

To know what is really going on, the most impor- 
tant thing is to avoid the trap of looking at women as if 
they were in static categories. Instead of taking the tradi- 
tional approach, which is to look at 1) women employed 
full-time in the labour force, 2) women who work part- 
time, or 3) homemakers, we must instead understand 
the problems of typical Canadian women who get a 
paid job for perhaps eight to ten years, then drop out to 
take care of young children, and then either re-enter the 
labour force full-time, or take a part-time job, or else 
decide or are forced for whatever reason to stay home 
on a permanent basis. 

Looking at things this way, it is very clear that the 
pension coverage problem of women would not be 
solved by measures such as mandatory employer- 
sponsored pensions. For one thing, this would still not 
produce adequate pensions for women because their 
years of contribution would still be drastically reduced. 
For another, most low-income or part-time female ear- 
ners who are presently excluded, along with many of 
their small employers, could not afford the unsub- 
sidized contributions that would be required under 
fully-funded mandatory private pension plans. 

Considering these and other factors, such as the 
inability of the private pension system to provide port- 
able and indexed benefits, I have come to the conclusion 
that the only efficient way of providing good coverage 
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for women is under the Canada/Quebec Pension Plan. 

An expanded C/QPP, with a higher basic exemption 
to help low-income workers, with a child-care drop-out 
period to give uninterrupted pension protection during 
the years spent at home with young children, and, asI _ 
will develop later this afternoon, with a fair system of 
participation by homemakers who do not return to the 
labour force (and I don’t mean voluntary contributions 
by housewives) is the only way to give adequate pen- 
sion coverage to Canadian women. 


Some will object that housewives are already cov- 
ered through survivors’ pensions derived from their 
husbands. My answer is that one marriage in three will 
soon end in divorce, so we must quickly seize every 
opportunity to give women personal pensions and get 
away completely from the principle of dependency. 
Otherwise, we will increasingly create situations where 
two or three needy widows are fighting over the same 
widow’s pension. 

Others have also taken me to task for recommend- 
ing that the work of homemakers be recognized in the 
C/QPP. According to them, such coverage is unnecess- 
ary because most women will soon be in the labour 
force all their lives anyway. To support their views, they 
point to studies which estimate that as many as 70% of 
women will hold paid jobs by the year 2000. 

Having looked at these statistics, | must say that I 
am quite skeptical. How much weight are we to give to 
these economists’ predictions for the year 2000 when 
they can’t even tell us what the inflation rate will be next 
year? . 

In any case, if it were true that 70% of adult women — 
will be in the labour force by the year 2000, it would still — 
leave well over a million Canadian women between the 
ages of 25 and 65 working full-time in their homes. I 
would like to see people's reaction if someone suggested 
that a male occupational group of that size be left out of 
our pension schemes! 

To recapitulate, I believe that all Canadian women 
who work and that includes women who are at home 
taking care of young children or keeping house for their 
husbands, should get personal coverage under our 
work-related pension plans. Having given serious con- 
sideration to the possibility of achieving this goal 
through private pension plans, I have come to the con- 


clusion that these plans are not and will never be able to 
do the job. 


Louise Dulude is a lawyer and researcher who authored the 
report, “Pension Reform with Women in Mind” for the Cana- — 
dian Advisory Council on the Status of Women. 


. John Panabaker 


I think it is worth pointing out that all of the speakers 

_ this afternoon have agreed that coverage is a major 
problem. Despite the comments of my friend, Mike 
Rygus, there are a good many commonalities between 

_us. We both agree that coverage in terms of mere num- 

_ bers of people in plans is not correct and that you have 
to take into account adequacy, which means taking into 
account vesting and portability. 

Mike says that he would like to see private plans in 
a supplementary role. Really, the question there is one 
of degree—the point at which you define what is sup- 
plementary and what is basic. Mike also made the 
point, as did Mme Dulude, that part-time employment 
is a growing factor in the economy and particularly af- 
fects the work patterns of women. I think that is correct 
and I think it’s worth noting that whatever we do in the 
next few days—whatever recommendations we come 
up with—are related to that and must be dealt with. 

Beyond that, one more point. Mike Rygus pointed 
out that a mandatory plan or expansion of the.private 

_ sector plans would lead to windfall profits for life insur- 

_ ance companies or trust companies. Well, I don’t know. 

_ I think that one of the things we could very well con- 

_ sider here is that some of the pension plans in sucha 
system could be run by the unions. As long as the rules 
are written in the same way for everyone, the more the 
merrier; the more competition the better. 


In addition, of course, we see the basic differences 
of view ranging from Mr. Bulloch on one side with his 
comments about RRSP’s—the basic psychological point 
of view of the small businessman who is himself inde- 
pendent and who provides through his own business 
effort for his own security and expects his employees to 
do virtually the same thing—through the concerns that 
Mr. Rygus and Mme Dulude have for women and for 
workers in changing businesses. And the real issue 
which I think we all have to face—it’s a philosophical 
_and ideological i issue—is the point at which we expect 
people to become themselves involved in their pension 
system or to what extent we expect society to provide 
that service for them. You saw a variety of approaches in 
my indications of the positions taken in the pension 
industry and in the private sector. They themselves rec- 
ognize a difference in emphasis on the degree of 
individual choice and compulsion. Really, when it 
comes down to the fine point, the issue of coverage is 
related strictly to that—to what extent do we involve 
people themselves in providing part of the tripod on 
which their own retirement income should be based? 
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Women and Pensions 
The Honourable William Hamilton 


The traditional approach to pension philosophy has 
treated women not as a major and continuing element of 
the total working population, but as a sort of secondary 
group, dependent on others, and with little permanent 
attachment to the work force. As I see it, and listening to 
everything that has been said here, that era is past. 
Women are approaching half of our Canadian working 
population; most will continue to work until children 
arrive, and a large portion are going to return to the 
work force after or before their children enter school. It’s 
a new ball game. 

It is going to require some radical rethinking of pen- 
sion approaches, since most of the present programs 
were probably devised by male chauvinists of a pre- 
vious generation. 

But let us separate the proper concerns of women 
and improvements in pension programs that we require 
for them from other matters which simply are not re- 
lated to these issues. 

The first is that, while we must be concerned with 
the elderly poor and those who will enter this stage 
during the next decade or more, this is not going to be 
immediately resolved by any pension magic. It is a na- 
tional problem with which Canadians have got to deal; 
it requires a targeted approach by government until 
eventually, well down the road, sounder and more real- 
istic pension approaches are developed and the magic of 
compound interest produces the results that we know 
they can eventually produce. Secondly, pensions are re- 
lated to wage levels; so the level of women’s pensions, 
using the same formula as for men, will be below the 
male levels until we attack the totally separate problem of 
disparities in male and female incomes, which is an- 
other problem that faces us, but not in the pension field. 

Now let us turn to the more positive side. As the 
Ontario Royal Commission report states: 

“The greatly increased participation of women in the work 

force points to a future in which the emphasis will be 

turned from women as dependents to women as workers. 

Women as workers will earn retirement income in the 

form of pensions in their own right. There will perhaps be 

a long period of readjustment in which many women will 

continue in the life pattern applicable to today’s elderly 

women, while others who are able to have a worklife of full 
employment may enjoy a reasonable level of income in 
retirement. Women who work part-time or only after their 
child-rearing years will fall somewhere between the two 
extremes.” 


What the Commission is saying is this: We’d better 
recognize the difference in these various groups as we 
plan for the future and provide a framework of pension 
planning for women as individual, independent human 
beings who have some different needs from men. 

In the report he authored in 1978 titled, Women and 
Pensions, my fellow panelist, Kevin Collins, concurred 
when he said: 

“. . even with improvements in wage-related pension 

policy and work policy, many women will not be ina 

position to benefit, for such policies take time to enact and 
to be fully implemented. Such improvements will be of no 
use to unattached women over 65, the majority of whom 
are living in poverty now... “ 

While I know the next points are debatable, let me 
set out three fundamental principles that I feel should 
underlie pension planning for industry for both men 
and women: 

(1) Each generation should pay for its own pensions 
and for that reason, I think, business generally op- 
poses an expansion of the current Canada Pension 
Plan. 

(2) Changes to the present system should be designed 
to provide the contributors—the workers and their 
employers—with the best possible investment re- 
turn. This objective can best be accomplished if all 
contributions are invested and managed in the pri- 
vate sector. 

(3) Pension reform, and you've heard this ad nauseum, 
will not solve the problem of inflation. Elderly Cana- 
dians should continue to have their CPP and OAS 
benefits protected by a form of indexation, but this 
should not be extended by legislation to other pen- 
sion plans. 

Let’s look fora moment at the short-term, immedi- 
ate problem of poverty among elderly women. It is clear 
that the current plight of Canada’s elderly, many of 
whom are women, will not be improved by pension 
reform, but by addressing the problem of poverty. 
These people should be assisted by changes in the GIS 
and this assistance should continue until such time as 
the results of pension reform become fully effective. 
(And we know that we are looking at a couple of de- 
cades here and there is nothing we can do to shorten 
that period.) This would target help to those whose 
need is greatest, rather than pour out greatly increased 
sums through OAS, in many cases where it is not 
needed. 
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There are two other areas which will work to help 
women now in the elderly age group or nearing that 
group and, as well, can be incorporated into the longer 
term reforms that we are examining. | am referring to 
benefits for spouses and division of contributions upon 
marriage breakdown. Both of these provisions would 
help both men and women, but it is obvious that given 
our current demographics and lifestyles, women will be 
the main beneficiaries of advances in this area. Many 
private sector organizations are suggesting that univer- 
sal plans should provide an automatic survivor benefit 
of at least 60% unless the spouse opts out. As the 
Ontario Royal Commission noted, the concept of sur- 
vivor benefits, and of dependency because of marital 
status, is slowly changing and survivor benefits may 
ultimately be phased out except as an option. For today’s 
- elderly, that certainly is not a solution. We must find 
other solutions. 

The Canada Pension Plan currently provides fora 
division of entitlement on marriage breakdown and that 
should be extended to other pension plans. It is becom- 
ing an accepted procedure that assets earned or 
acquired during marriage should be divided equally if 
that marriage fails. Pension credits are assets and as 
such should be divided equally upon a divorce. 

Moving directly to the long-term aspect of the is- 
sue, | think it is a fairly general belief in business—or 
maybe I’m only the token Westerner in my part of the 
world—that by adopting a mandatory retirement plan 
similar in concept—not necessarily buying PURS 
(Provincial Universal Retirement System)—but similar in 
concept to the PURS recommendation by the Ontario 
Royal Commission, many of the particular problems 
that confront women in relation to pension plans will be 
resolved. We concur with the idea. We recognize it 
would pose problems for small business. We think 
those have to be given very special consideration in any 
plan design. Immediate vesting is recommended in the 
PURS plan. Consideration of a drop-out provision for 
child-rearing years has been given close study and is 
recommended. These things would go a long way to 
answering those very important questions. The por- 
tability of the plan copes with the traditional job 
mobility of women—no long-term attachment to their 
job—not as long-term as men in many cases. 

And then a highly controversial element. Adopting 
unisex tables for calculating the pension benefits, while 
based on public policy, I guess, as a concept, rather than 
actuarial, technical grounds (it seems to drive the actu- 
aries up the wall), but when it’s related to mandated 
programs—those which everybody must participate 
in—it would improve the lot of women whose monthly 
benefits would otherwise, simply because they live 
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longer, be lower than men’s. On the other hand, it 

would take away something from the rest of us. It’s a 

social question. Are we yet ready to face that there is 
equality in our community even if it does cause the 
actuaries a lot of problems. It is a difficult problem. I 

think it’s got to be given careful consideration because it 

is in use ina few private plans now and certainly it | 
deserves further exploration. 

To sum up, pensions are deferred income. In order 
to qualify, you’ve got to work (and many women today 
are working), but it is going to be a generation before 
women have the same length of attachment to the work 
force as men and it is going to take them longer to 
change the attitude of our society towards women as 
dependents rather than as independents (although I 
think we’re moving in that direction, thank God). It is 
therefore clear that any pension reform must take into 
account the very special needs of women in this transi- 
tion and that such reforms should be initiated not five 
years, not ten years from now, but very very soon be- 
cause the full benefits are not going to emerge until two 
or three decades hence and in the meantime, we must 
have transitional methods. 


The Honourable William Hamilton is President and Chief Ex- 
ecutive Officer of the Employers’ Council of British Columbia. 


Kevin Collins 


Let me begin directly by outlining a short list of changes 
in the private pensions system that I believe would have 
significant beneficial impacts for women. 

First, the question of discrimination. Fortunately, 
human rights and employment standards legislation 
has virtually eliminated such direct discriminatory prac- 
tices as different retirement ages for men and women, 
different number of “years of service” for eligibility to 
join a pension plan, and so forth. But a continuing is- 
sue, which Mr. Hamilton also referred to, is the 
phenomenon of different benefit rates for women and 
men under money-purchase plans based on differences 
in group life average expectancy. Legislation should 
eliminate the practice by requiring the use of unisex 
mortality tables. While this issue is open to infinite tech- 
nical obfuscation, ultimately it reduces to a simple 
matter of social justice: an individual man and indi- 
vidual woman should receive the same monthly benefit 
when they have made equal contributions to the same 
plan over the same period of time. 

Second, the question of survivor's benefits. In the long 
run, when we’re all dead, it would be desirable that the 
very concept of survivor's benefits—with its depen- 
dency implications—would disappear. But the reality in 
the foreseeable future is that these so-called “reversion- 
ary” pensions will form an important part of our total 
pension system. Private plans should pay benefits based 
on two lives with a survivor's benefit at a minimum 60% 
rate—capable of being waived by the spouse. It should 
go without saying that the spouse should have a full and 
independent right to disclosure of the details on the 
benefit that is at stake. 

Third, the question of pensions as property. Family law 
legislation should regard pensions as family assets. To 
my knowledge, only B.C. at the present time explicitly 
includes pensions as part of the definition of family as- 
sets. While it may be difficult or impossible to literally 
divide a pension on marriage breakdown, property set- 
tlements should nevertheless be made on the basis of 
valuating pension assets. 

Fourthly, the need to adjust for the different work patterns 
of women. For the foreseeable future, women will have a 
more discontinuous labour force participation pattern 
than men—both in and out of the labour force and 
within the labour force, between full- and part-time em- 
ployment. While I believe public pension programs 
have the primary responsibility for compensating for 
the penalties in terms of pension entitlements resulting 
from this, the private system can go some way. An im- 
portant change in this context would be to alter pension 


benefits legislation to require private plans to extend 
eligibility for membership to part-time workers on the 
same basis as full-time workers. 

While not wanting to damn them with faint praise, 
these recommendations—while important—would not 
result in a drastically improved deal for women out of 
the pension system. In the case of the survivor option 
for death after retirement, for example, there would bea 
fairly high degree of opting-out by spouses simply be- 
cause without other improvements in private pensions, 
couples together would be compelled to choose imme- 
diate over future benefits. Similarly, the use of unisex 
mortality tables is a marginal rather than quantum-leap 
improvement, given the fact that membership in 
money-purchase plans currently accounts for only 5% of 
pension plan membership, and given that equalized an- 
nuity rates would go only a short way to compensate for 
basic wage differentials between men and women 
which carry over into unequal pension outcomes. 

In my view, then, the most significant avenues for 
improving pension outcomes for women lie elsewhere. 
Obviously, in a total system that is significantly wage- 
related, a key avenue is through a better deal for women 
in the world of work. 

But even with respect to the pension system di- 
rectly, women have a particularly big stake in the key 
issues being dealt with by other panels: coverage, index- 
ation, vesting and portability. For example, given 
current inadequate vesting conditions and virtually 
non-existent portability arrangements, women as a 
group subsidize in very significant amounts the private 
pension system as a result of their higher job turnover 
rates. Again, women are particularly disadvantaged on 
the coverage issue. Only about one-fifth of women 
working in the private sector are covered by an em- 
ployer-sponsored pension, compared to half of men. 
But even this exaggerates the relative position of 
women. If, as is more likely for women, employee con- 
tributions are simply returned on termination of 
employment, it is misleading to call this “pension 
coverage”. It really amounts to being in a forced savings 
plan at low or nil rate of interest. 

Iam not going to outline proposals for improving 
the system along these lines. That is more directly the 
subject matter of other panels. But for pensioners gener- 
ally, and women in particular, it is our view that only the 
expansion of the CPP can deliver on all fronts simul- 
taneously. Reliance on the private plan route as the 
primary avenue for addressing these issues would re- 
present, to use Samuel Johnson’s phrase, “the conquest 
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of hope over experience”. 

A simple expansion of the CPP is not enough either. 
Adjustments should be made that offset to a greater 
degree than currently the penalties women incur in 
wage-related plans. This is the social side of social insur- 
ance. The most immediate step in this category would 
be the implementation of the so-called “drop-out” provi- 
sion for parents caring for children up to age seven. 
Hopefully, this Conference can add pressure on the 
Ontario Government to stop using their veto position 
on this issue as a pawn ina bigger game. 

Finally, the most immediate and urgent need in the 
pension system is to address the problem of poverty 
among the current elderly, most of whom are women. 
Whether looked at through cold statistics, or through 
actually watching pennies being counted at the super- 
market, this is a national disgrace. Despite personal 
philosophical heartburn about going the selective route, 
the only practical way to deal with this problem quickly 
and on a national basis is through the GIS program, 
given the current political environment, and I know 
that’s a euphemism. In my study on “Women and Pen- 
sions” three years ago, I recommended an increase of 
approximately $100 in the GIS maximum. Since that 
time, it has been increased by a total of $55. But it is not 
good enough to throw someone drowning 100 feet off- 
shore a 55-foot rope and tell them you are meeting them 
more than half-way. There is plenty of flexibility to go 
the rest of the way under GIS without widening the 
federal deficit. Even though I don’t accept that as a con- 
straint personally, it seems to be a widespread phobia. 
Simply for illustrative purposes, the elimination of one 
“tax expenditure” —the $1,000 interest and dividend de- 
duction—would provide sufficient money for GIS 
expansion. At worst, this would be neutral in economic 
terms, but in social terms we would get a significant re- 
direction of money from the best-off to the worst-off. 
My appeal then is directed as much to Minister Mac- 
Eachen as to Minister Bégin. 


Kevin Collins is Senior Economist in the Research and Legisla- 
tion Department of the Canadian Labour Congress. 
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Louise Dulude 


I was happy to hear that a special panel on the pension 
problems of women would be held today. On the other 
hand, I find it ironic that such a panel is necessary since 
almost 60% of elderly Canadians are women. 

If women acquire greater influence and if, as we 
expect, they continue to form an increasingly larger pro- 
portion of the elderly Canadian population, it is not 
inconceivable that sometime in the future a pensions 
conference could be organized in which one panel in 
four would deal with the particular problems of men. 

Before getting down to specifics, I think it would be 
useful to do a very fast review of the development of 
pensions in Canada from the point of view of women. 

To start with, pensions are much younger than 
most people realize. No national pension system existed 
in Canada before 1937, and from then until 1951 it con- 
sisted only of minuscule benefits for destitute elderly 
people who were aged 70 and over. 

The main beneficiaries of these payments were 
women, (1) because they had less chance to earn money 
and put it away, and (2) because they lived longer. 

In 1951, the federal government introduced the uni- 
versal old age pension for people over the age of 70, 
whatever their income, and also started contributing to- 
wards benefits for the elderly poor aged 65 to 70. Men 
benefitted most from the universal pension (because 
many women were already getting it), and women were 
the prime beneficiaries of the new income-tested bene- 
fits for the younger group. 

We then come to 1966, which as you know was the 
biggest year for pension changes in Canada. The eligi- 
bility age for the universal pension was lowered to 65 
(which benefitted mainly men); a $30 a month Guaran- 
teed Income Supplement for the elderly poor was 
introduced (benefitting mostly women); and most im- 
portant, the Canada/Quebec Pension Plan came into 
being. 

The C/QPP gave retirement pensions to paid work- 
ers—who were and are mainly men. It also gave 
disability benefits based on earnings—again mostly to 
men. 

The only benefit designed for women was the 
widow’s pension, which amounted to 60% of the hus- 
band’s pension and was given only if the widow fulfilled 
certain conditions which pretty much guaranteed that 
she was a dependent (for example, she lost—and still 
loses—the pension on remarriage). 

Looking at the C/QOPP from the point of view of its 
relative effect on the incomes of men and women, we 
see that its design was a disaster for women. 


By leaving out the work women do in the home, by 
penalizing mothers for the years they drop out of the _ 
labour force to take care of young children, and by bas- 
ing pensions on the level of people's earnings, the 
C/QPP could not fail to vastly increase the gap between 
the future incomes of elderly women and men. 

This is in fact what happened in the following 
years. If we look at the changes in the incomes of the 
elderly in the last 15 years, we see that the incomes of 
male pensioners increased by $3 for every additional $2 
that went to elderly women. 

And the situation would have been much worse 
without increases in the Guaranteed Income Supple- 
ment, which went from $30 a month in 1966 to $209 a 
month today. 

What transpires from all this is that since 1966 Can- 
ada has in fact developed two parallel and unequal 
pension systems: one based on charity, which pays wel- 
fare-like benefits to most elderly women; and one based 
on earned rights (including pensions from the C/QPP and 
private plans), which gives much higher benefits to 
most men. 

The great irony is that Canadian women work just 
as hard if not harder than the men. In fact, most women 
nowadays have two full-time jobs, an underpaid one in 
the labour market and an unpaid one at home. Their 
reward for all this work is pensions that are about half as 
high as those of men. 

Now, is this what you would call a just pension 
system? 

You may well ask me, “What has all this to do with 
private pensions?” To which I will answer: “Precisely. 
Not very much at all. There is not very much that the 
private pension system can do to substantially improve 
the benefits of elderly women.” 

Private pensions cannot give women the coverage 
they lack for the years they spend—and will no doubt 
continue for a long time to spend—outside the labour 
market. 

Private pensions cannot provide women with the 
fully-indexed pensions that are even more essential to 
them than to men because they live longer. 

And private pensions cannot, through measures 
such as the basic exemption used in the C/QPP, give the 
modest assistance which low-income workers—who are 
mainly women—need to provide themselves with mini- 
mally decent work-related pensions. 

The only program that can do all that—very well 
and without complications—is the C/QPP. 

C/QPP credits are vested immediately, are fully 
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portable and fully indexed. Its benefits can and should 

be expanded to provide all workers whose incomes are 

at or below the average wage with a decent replacement 
rate (I would say 50% of their previous earnings). 

In addition, this amplified C/OQPP could and should 
be adjusted to recognize the family responsibilities that 
women are still assuming and will continue to assume 
for a long time for all of us. This could be done by: 

(1) implementing the child-care drop-out period and 
extending it to include the years spent at home tak- 
ing care of disabled family members who would 
otherwise have to be institutionalized; 

(2) allowing homemakers who do not re-enter the la- 
bour force, but who are also taking care of pre- 
school children or disabled family members, to par- 
ticipate at no cost in the C/QPP on the basis of a 
hypothetical income equal to half the average indus- 
trial wage. This would recognize that the work these 
women do is of value to society as a whole; 

(3) allowing other homemakers, who are typically older 
women whose children have left home, to partici- 
pate in the C/QPP on the basis of the same 
hypothetical income, but in this case with full con- 
tributions payable by husbands, who are the main 
beneficiaries of these women’s services. This could 
be achieved simply by making the payment of these 
contributions a required condition for claiming the 
tax exemption for a dependent spouse; and 

(4) equalizing spouses’ C/QPP credits automatically at 
the time of a divorce, on death, or when the youn- 
gest of them reaches retirement age. This would 
recognize that wives contribute in an equal, if dif- 
ferent, way to the marriage partnership. 
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Returning to private pensions, the only useful role 
they could play, as far as women are concerned, is to 
supplement the retirement benefits of those with above- 
average incomes. To do even that much adequately, they 
will have to be completely transformed to give: 

(1) quick-vesting pension credits—even age 25 is late 
for women because many have dropped out of the 
labour force by then; 

(2) indexing of deferred pension values and retirement 
benefits by using the inflationary interest earned on 
pension funds; ; 

(3) unisex mortality tables to be used in calculating an- 
nuities for money-purchase plans and RRSP’s; 

(4) mandatory joint and survivor pensions giving at 
least 50% to the surviving spouse, to be waived only 
if both spouses agree; and 

(5) automatic splitting of private pension credits and 
RRSP’s between the spouses on divorce. 

If all these proposals were implemented, along 
with others which are contained in my report, Canadian 
women could at last aspire to adequate and fair 
pensions. 

In the meantime, let us not forget that thanks to the 
government's misplaced budgetary priorities, the ma- 
jority of elderly women in this country are still denied 
pensions even equal to the poverty line. 


See Page 62 for biographical note. 


The Honourable William Hamilton 


The thing which has impressed me from the time I sat 
down and listened to the speakers this morning—Mrs. 
Shirley Carr and Mr. Castonguay, and the panels this 
afternoon—is the consistency of concern which is 
shared by all the members. It was apparent again in the 
panel on women this afternoon. Essentially all we’re 
really talking about are mechanisms. In the case of the 
panels on women, I think perhaps Madame Dulude un- 
derlined it better than anyone. There is nothing, or very 
little, that the private pension plan can do to deal with 
the special problems of that particular group in our so- 
ciety. We must look then to other social measures, other 
government measures. 

What we are facing here today, at least until this 
moment, is not the question of what shall we do. That, it 
seems to me, has been very largely agreed on. But how 
shall we do it. And I find that this same difference of 
opinion and challenge remaining to be resolved, rests 
with us who have looked at women in pensions, as it 
did with just about everybody else who has graced this 
platform and given us the benefit of their ideas. 
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Portability, Vesting and Locking-In 


Charles Perrault 


Jam pleased to have the opportunity to present the 
employers’ point of view on vesting and portability of 
pension benefits. Certainly, the most difficult part for 
me is mastering the hermetic jargon of pension plan 
specialists, first of all, to enable myself to understand, 
and then to make myself fairly understandable to you. 

This Conference is addressing the issues relating to 
the protection of employees covered by private pension 
plans. It is very obvious that protection to employees 
with such coverage is of little importance if it is lost 
when they change jobs. It becomes, therefore, a ques- 
tion of vesting; that is, assigning an employee certain 
funds earned while employed, to which he is entitled 
when he leaves the job. This vesting procedure is an 
integral part of all retirement plans. 

The basic philosophy underlying a retirement plan 
determines the type of vesting and portability the plan 
provides; if, on the one hand, it is held that a retirement 
plan is a reward for long and faithful service, it would be 
logical that a pension should only be obtainable after 
such service. On the other hand, however, if the plan is 
viewed as a form of deferred income, almost immediate 
vesting should be possible. The latter is the more com- 
mon tendency among an increasing number of 
employers. 

If there is fairly general agreement among employ- 
ers with respect to more immediate vesting, they are not 
so unanimous when it comes to determining the degree 
to which the value of this income should be maintained 
in an inflationary climate. For pension benefits to main- 
tain their value, they must either be indexed in some 
way, with additional contributions from time to time for 
this purpose, or a larger pension fund must be created 
to generate higher investment income in order to ensure 
a certain re-evaluation of the income. All additional 
costs must be included in the general compensation 
package and, in the long run, represent the workers’ 
preference for deferred rather than immediate wages 
and salaries. The former option was not well received by 
those responsible for private plans. The second option 
~ would be more readily acceptable because its costs are 
much more predictable. 

As for portability among the many private plans in 
Canada, much has been done to find formulas, al- 
though for the moment only a few groups, such as the 
civil service and large insurance companies, have suc- 
ceeded. Portability also exists in certain specific cases 


where employees have a similar pension plan, such as 
the forestry industry in British Columbia and the con- 
struction industry in Quebec. The question of cost- 
sharing among successive employers remains a trouble- 
some area for pension plan experts. 

One problem with immediate or almost immediate 
vesting is that the younger a person is at the time he or 
she leaves work, the lower the retirement benefit pay- 
able. In fact, if the plan has an equal employee 
contribution, it is conceivable that the employee would 
gain nothing from complete vesting since his pension 
would have been paid entirely through his own 
contributions. 

We are, therefore, leaning toward having the em- 
ployee’s contribution buy only a portion of pension 
credits, and a fairly common suggestion is that the em- 
ployee and the employer should share the cost of this 
protection, as is required by Saskatchewan law. Once 
more, the additional cost to the employer must be part 
of the compensation package. This can be more easily 
understood if I give an example. 

Let us say an employee aged 35 stops work after 
five years of service. Under a final average plan, he 
could, at 65, be entitled to a benefit of 51.5% x $15,000, 
or $1,125 per year. The actual value of the deferred bene- 
fit at age 35, with a bank rate of 7%, would be $1,025. 
The employee's accumulated contributions plus reason- 
able interest (higher than the usual nominal rate, let’s 
say more or less what he would get on a savings account 
in a bank), could easily amount to $3,500. The deferred 
pension would therefore include 50% of the $1,025, pay- 
able by the employer (if the equal-share option is taken), 
and 50% of the $1,025, or $512.50, payable by the em- 
ployee. When leaving, the employee would therefore be 
entitled to a reimbursement of $3,500, minus $512.50, 
which is $2,987.50. Such an option also involves an ad- 
ditional cost and is thus one choice among many types 
of benefits. 

Immediate or almost immediate vesting can result 
in very small pension income for those workers who 
leave their jobs, given that turnover is higher during 
earlier years of service. Obviously, it is inefficient to 
have a large number of such small commitments admin- 
istered. To reimburse these small amounts in cash is a 
possible solution, but this seems to go against the prin- 
ciple of vesting. On the other hand, when vesting is 
made to vary according to age and seniority, this prob- 


73 


lem can be avoided, but we would be moving away from 

the principle that a pension plan is deferred 

compensation. 

Now I am going to discuss locked-in benefits. Is an 
employee who leaves work entitled to earned benefits in 
cash at the time he leaves, or must these benefits be 
frozen and only paid to the worker at the normal retire- 
ment age? When the funds are contributed by the 

‘employer, it is generally agreed that the money should 
be locked in until retirement. On the other hand, there 
is less agreement as to the employee's right to renounce 
all claims to the employer's share in order to obtain his 
own contributions in cash. This, really, is the paternalis- 
tic attitude found in many government policies. The 
plan would then protect a short-sighted employee, per- 
haps against his wishes. Surveys among businesses 
indicate that they are generally in favour of earlier vest- 
ing and are attempting to find a solution to the inflation 
and portability problems. Even without legislative coer- 
cion, private plans have frequently gone beyond 
minimum standards (45 years of age and 10 years of 
service), required in most jurisdictions. According to 

Statistics Canada, nearly 65% of all employees covered 

by such plans can obtain benefits after 10 years of ser- 

vice or less, regardless of their age. Many organizations 
encompassing various businesses, such as the Board of 

Trade of Metropolitan Toronto, the Canadian Chamber 

of Commerce, the CLIA, and the Canadian Retirement 

Institute, recommend earlier vesting. 

As for the locking-in of benefits, 54% of respond- 
ents included in a survey by the Canadian Retirement 
Institute support the idea that the acquired annuities 
should be locked in at approximately age 36, and after 
about six years of service. 

As for protection against inflation, about 53% of 
respondents are in favour of some type of indexation of 
deferred incomes before retirement, and 72% favour 
such an arrangement after retirement. 

To sum up, then, Mr. Chairman, there seems to be 
general agreement in the private sector that retirement 
plans should be geared toward earlier vesting and per- 
haps also toward some type of protection against 
inflation. 

Full vesting after five years of service should per- 
haps also be the immediate target of all private plans. 
In addition: 

(1) the employer's contribution should represent a sub- 
stantial part of the cost of deferred income; 

(2) this part, as well as the matching contribution by the 
employee, should be locked in until retirement; 
and, finally, 

(3) periodic adjustments granted to pensioners to pro- 
tect them against the loss of purchasing power 


74 


would affect the deferred benefits in cases where 

such deferred benefits were transferred to the em- 

ployee’s RRSP. 

The cost of changes (1) and (2) above for retirement 
plans would vary according to vesting conditions, the 
demographic distribution of plan members, the turn- 
over rate, etc. They should not be high for most of the 
plans, probably falling somewhere between 10% and 
20% of existing yearly contributions. I am not going to 
repeat the comments I have already made concerning 
the total package from which such amounts are to be 
taken. 

As for the “partial or total” indexation suggested in 
(3), [have not calculated the figures. If we go back to the 
RRSP, it would be possible to predetermine the addi- 
tional cost borne by the plan itself. This transfer of 
deferred income to an individual’s RRSP would help 
solve to a great extent portability and inflation prob- 
lems. I would remind you that the RRSP can easily be 
adapted to the special problems of women who must 
temporarily interrupt their work careers. For evaluation 
purposes, an interest rate assumption could be used to 
set benefit levels in these cases. This interest rate could 
be set from time to time by a recognized independent 
organization such as the Canadian Institute of 
Actuaries. 

The yield of the RRSP based on a higher rate than 
the evaluation would provide some protection against 
the decreasing purchasing power of the benefits. 

If the amounts to be dealt with in this way were too 
low, this could bring about a problem. For instance, in- 
dividual sums of money under $500 would perhaps be 
insufficient to create a locked-in RRSP; but an existing 
RRSP could accommodate such a sum. 

@ The mechanism for investment of such funds is ready 
and proven. 

@ The funds would remain in the private sector for 
reinvestment. 

@ The profits of such a plan provide protection against 
inflation (many mutual funds that qualify as RRSP’s 
report yearly profits of more than 20% for the last five 
years, and more than 12% for the last ten). 

@ Those responsible for plans thus avoid the admin- 
istrative problems inherent in many small deferred 
incomes kept on their books for years, and the em- 
ployee himself consolidates the funds of his succes- 
Sive participation in several plans. 


Charles Perrault is President of Perconsult Ltd. 
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Herbert Hanmer 


It is good to have the opportunity to speak on behalf of 
senior citizens and to deal with portability, vesting and 
locking-in from a senior citizen’s point of view. I will not 
_ be dealing with inflation. A colleague, Mr. Delisle from 
~ Quebec City, will be dealing with that in the next panel. 

There is a built-in bias on the part of many retired 
persons against private sector pension plans because of 
their inadequacies. Many have experienced the trauma- 
tic impact of sharply-reduced incomes after retirement. 
Many more have no pension but the government 
pensions. 

Without drastic action it will not improve for over 
two million workers in the private sector who in 1976 
_ had no employer-sponsored plan at all. 

Two basic questions have to be tackled: 

(1) Can portability of pensions, vesting and locking-in 
be improved to help those already in pension plans? 

(2) Is it possible through portability or earlier vesting to 
extend coverage to the two million workers who 
have no private pension protection? This, ladies and 
gentlemen, is the $64,000 question. 

Let us look at vesting. At present there is no univer- 
sal minimum vesting standard in Canada. The require- 
ment of 45 years of age with 10 years’ service applies in 
the federal jurisdiction and in five provinces. In Man- 
itoba they call for 10 years’ service. Saskatchewan is 
introducing a new arrangement on the first of July. 

Sixty-five percent of plan members have vesting ar- 
_ rangements which are better than the minimum. 
Compared with most European countries, however, our 
_ standards are not satisfactory—France, for example, 
vests immediately, while the Netherlands call for one 
year's plan membership only. 

_ Obviously, therefore, new minimum vesting stan- 
dards should be the objective in any new plan; whether 
“full and immediate” vesting, or 30 years and two, ora 
combination of age and service equalling 35 as proposed 
in Quebec's “Cofirentes” Report, or some other level is 
difficult to determine. Perhaps five years’ service at age 
25 would represent a reasonable compromise. One 
thing is certain—earlier vesting must be an essential 
ingredient of any reform. 

Desirable as early vesting may appear in terms of 
providing for future retirement, it is not necessarily at- 
tractive to all members of the work force, particularly 
those who move from job to job. What benefit is there to 
me, they say, from deferred pensions 20 or 30 years 
hence especially if they are not fully protected against 
inflation? 

Consequently earlier vesting or locking-in must be 


accompanied by proper protection against loss due to 
inflation. 

True portability of employer-sponsored plans in the 
private sector is much more difficult to achieve than is 
vesting, though early vesting is in a sense an improve- 
ment in portability. 

However, portability normally refers to arrange- 
ments for the transfer of pension credits so that an 
employee's pensionable service with a previous em- 
ployer can be included in calculating the pension to be 
provided by a subsequent one. 

In the public sector, such portability in the transfer 
of funds is pretty common. In the private sector, this is 
far from the case. 

There are exceptions, such as the Canadian Life 
Insurance Association, which is developing an arrange- 
ment for transferring service credits between different 
plans and companies in the insurance industry, though 
I guess even it has a long way to go yet. I understand too 
that there are some multi-employer plans sometimes 
union initiated. This is all good. 

However, it is very difficult to visualize a portability 
plan which would work universally in the private sector. 
Perhaps a government-sponsored plan is the only 
answer. 

To return to the second of my basic questions, 
which was: “Is it possible to redesign private sector pen- 
sions to provide coverage for the first time to the two 
million-plus workers who have no private protection 
whatsoever at present?” 

Many of these workers are employed in small- or 
medium-sized enterprises. They are often in the service 
industries, in voluntary agencies, and ina variety of 
other fields. Frequently they are not unionized. A large 
number are women. And we should not forget the self- 
employed. 

Frequently these members of the work force do not 
qualify for more than fractional benefits under the Can- 
ada Pension Plan because of low pay or irregular 
employment patterns. 

The Guaranteed Income Supplement and the 
provincial top-up programs, such as Ontario’s GAINS, 
are the saving grace for the majority of these people in 
retirement. In the case of unattached individuals, even 
these benefits do not provide an income which is above 
the poverty line. 

Many retired people have serious doubts that it will 
prove possible to devise a private voluntary employer- 
sponsored plan which would secure the backing of 
small- and medium-sized enterprises and bring into the 
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system those two million or more now without 

coverage. 

The alternative is a public pension plan related to 
earnings. We have one already—the Canada/Quebec 
Pension Plan. It is the logical vehicle to provide for rea- 
sonable income replacement in retirement. 

The Ontario Royal Commission on Pensions has 
proposed a provincial public plan in addition to the 
CPP/QPP. We have doubts that such a plan—unless it 
paralleled the CPP as does the QPP—is the best solu- 
tion. This is not to say that the Canada Pension Plan 
does not require some overhauling. 

Steps therefore should be taken: 

(1) to extend the Canada Pension Plan to provide 45% 
of average wages and salaries on retirement; 

(2) to amend appropriate legislation to provide for ear- 
lier vesting and improved portability in private 
pension plans; and 

(3) to compensate for the failure of past pension plan- 
ning—the Guaranteed Income Supplement must be 
increased substantially. In this way, those who 
through no fault of their own have no private sector 
pensions can have incomes above poverty levels. 


Herbert Hanmer is Secretary of the Legion Seniors Program, 
Royal Canadian Legion and member of the Ottawa-Carleton 
Council on Aging. 
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Vincent Dagenais 


When discussing the rather complex issues of por- 
tability and vesting, we must not lose sight of the main 
object of the Conference, which is to find means to 
guarantee a decent income to the elderly, and more 
specifically, to ensure the maintenance of their previous 
earnings or at least to reach a desirable target of 70% or 
75% of their net previous earnings. This issue is the 
main object of this Conference. 

One of the problems which arises in achieving this 
objective is unquestionably related to the fact that work- 
ers regularly change jobs. It is now common to go 
through three, four or five employers during one’s 
working life. A second factor which is becoming increas- 
ingly significant is the so-called “precarious” job; that is, 
part-time, casual or supernumerary jobs. With respect 
to these problems, what can be expected from private 
pension plans? First, we must examine the nature of 
private pension plans and what they stand for. 

These plans are, in actual fact, accumulated savings 
which are contributed partly, of course, by wage earn- 
ers, and partly by employers, in the form of deferred 
salaries. This, in my opinion, leads us to a first con- 
clusion. If they really are accumulated savings made up | 
of revenues generated from contributions by the em- 
ployer and the emloyee, there should be no doubt as to 
the employee’s right to the immediate vesting of these 
contributions. Strictly speaking, it is even surprising 
that we should still be talking about portability and vest- 
ing problems. It seems to me that by their very nature, 
private pension plans are accumulated savings plans 
and must be fully portable and immediately available to 
all beneficiaries. 

Secondly (keeping in mind the first issue, which is 
the objective of attaining 70 or 75% of previous earn- 
ings), it is not clear that improvements to private plans 
will enable that objective to be met. There are three 
reasons for this. The first is relatively simple and deals 
with the level of coverage provided by private plans 
(which was mentioned earlier). The second is that, even 
though the law now allows for full portability and for 
benefits to be fully and immediately vested, portability 
and vesting procedures are so complex that they would 
take a very long time to implement. The third reason is 
related once more to the nature of private pension plans 
which are accumulated savings plans. In my opinion, 
there is no savings system which can give us any seri- 
ous guarantee against an uncertain future. When we 
talk about retirement, we do not mean something indi- 
vidual but a social phenomenon which is certain. We 
have retirees today. It is a certainty that people will con- 


tinue to retire; what is uncertain is the future itself. 
There is no accumulated savings system which is a solid 
guarantee against the future. The only possible guaran- 
tee is the public and social assumption of responsibility 
for the retirement problem, just as health problems have 
been dealt with in the past. 

When the right to retirement, that is , the very exis- 
tence of the elderly, is a problem and a social right, we 
must be able to treat the problem in the right manner, 
that is, on a social basis, which is the only way we can 
guarantee against an uncertain future. This social basis 
offers us guarantees for three reasons. First of all, only 
public plans can be compulsory for all of the working 
population, which makes it possible to attain the objec- 
tive of mandatory contributions. Secondly, these plans 
in actual fact already yield immediate, complete and 
continuous vesting of benefits. And thirdly, they are 
very fluid, portable from one employer to another, and 
allow for transfers, which no savings plan does. It 
seems important to specify at this point that the proper 
treatment of income problems of the elderly must in- 
volve transfers from the richest to the poorest and, since 
the future is uncertain, from one generation to another. 
To treat this question on the basis of accumulated sav- 
ings is, on the one hand, to put off the problems for 25 
or 30 years for the working age population and to leave 
those now retired high and dry and, on the other hand, 
to be without any guarantee for the future. The problem 
of retirement incomes must therefore be dealt with 
through public plans. 

Finally, I would like to address the question of 
costs. Certainly, such an undertaking would be very 
costly. I would simply like to point out that, at present, 
the cost of ensuring immediate portability and vesting 
in public plans is nil. Extending public plan benefits will 
not add a cent to the present costs in terms of immediate 
portability and vesting. 

In closing, to come back to private pension plans, 
which in my opinion are accumulated savings plans, it 
seems to me that we should agree very soon that vesting 
should be immediate and that these plans should be 
immediately and fully portable. As far as locking-in is 
concerned, it seems to me that present conditions are 
quite limiting given that very few plans provide for in- 
dexation. If the mechanisms for locking-in contributions 
were made more stringent, this would be acceptable 
only on the strict condition that such deferred pensions 
be made fully indexed. Furthermore, in my opinion, it is 
out of the question of passing a law to make accumu- 
lated savings systems compulsory. As Senator Croll 
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said during dinner, here we have a public plan which 
is already fully portable, which allows for immediate 
vesting, and has produced and continues to produce 
transfer mechanisms. I feel that we should improve 
these plans, rather than set up very complex and proba- 
bly costly systems. 


Vincent Dagenais is Union Advisor, Fédération des mines, 
métallurgies et produits chimiques. 
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Protection Against Inflation 
‘Ron Riley 


The topic of this last panel is “Protection Against Infla- 
_ tion”. As the Prime Minister said this morning, the 
_ challenge of inflation protection is one of the most diffi- 
cult problems we will face in making changes and 
_ adjustments in the present pension system. We must 
however, be realistic and tough-minded about our situa- 
~ tion. We’re not going to solve the inflation problem 
through pension reform alone. Inflation is a large-scale 
economic and political problem. We have to have the 
_ will to address it but we aren’t going to settle it simply 
_ by venting our frustrations about pension systems. This 
- Conference is not, then, the proper forum for resolving 
_ all our concerns in this regard. 
| Before starting, I should say I’m trying to speak for 
the private plan sponsors this afternoon. The views are 
not necessarily my own or my Company’s, and those of 
_ you who know me will know how difficult it is for me to 
submerge my own views, and | will try to let you know 
when they’re sneaking in to what I have to say. 
Iam going to focus on the employee’s position at 
retirement and assume that the problems of getting 
_ there have been dealt with in previous panels. We are 
_ concerned, then, with the eroding effects of inflation on 

_ pensions in payment. This is a complicated issue which 
~ must be looked at extensively and carefully in order to 
~ reconcile all points of view. We cannot look at this ele- 

-ment in isolation: it must be examined in the light of 
costs and priorities in the context of the needs of the 

whole retirement income system. This requires a dis- 

_ cussion and ranking of objectives and social issues 

_ which I don’t propose to get into this afternoon but 

~ which I look forward to discussing in the workshops. 

Let me start by enunciating a few principles which 

the private sector supports: 

—Q) The first principle is that the government should 
focus its efforts on providing a system of support for 
those most in need. 

The business community briefs I have reviewed re- 
spect the urgency of this problem. We find many 
elderly Canadians, particularly single women, liv- 
ing in poverty today. Since many of them are not 
covered by the Canada Pension Plan, or by private 
plans, it is clear that the only way their situation can 
be alleviated is through government programs tar- 
geted to meet specific needs. The 70’s have been a 
time of transition for the retirement income system. 
Those who will be retiring in the future will be in 
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better shape than those who retired in the past, 

reflecting the gradual maturing of the system. It 

would be a grave mistake to design an ongoing sys- 

tem solely on the basis of yesterday’s retirees. I 

think this point has been well made before, par- 

ticularly and eloquently by Mr. Castonguay. 

(2) The best guarantee of a strong retirement income 
system is to have a strong national economy. 

(3) The best solution to erosion of pensions in payment 
is to control inflation. 

(4) Individuals should be encouraged to provide for 
some of their own retirement needs and share with 
their employers and the government the respon- 
sibility for doing so; and, 

(5) Income from all sources in retirement must be in- 
cluded in any examination of the retirement income 
system. 

This last principle relates to the need to evaluate 
total retirement incomes and they may be divided into 
four tiers: 

(1) The first tier is the OAS tier which is provided to all 
Canadians over age 65. Just to remind you, it’s not 
employment related; it is augmented when needed 
by the Guaranteed Income Supplement program 
and/or provincial programs and the monies can be 
regarded as providing the income necessary to keep 
all pensioners above or at the poverty line. 

(2) The second tier is provided by the Canada or 
Quebec Pension Plan and these benefits when 
added to the first tier, replace a good proportion of 
one’s earnings up to the Average Industrial Wage 
(AIW). 

(3) The third tier consists of benefits provided by em- 
ployer pension plans; and, 

(4) The fourth consists of personal income sources 
(such as investments, RRSP’s, and the like). 

The last tier is not really a subject for discussion at 
this point as the responsibility for inflation protection of 
this segment lies solely with the individual, but I would 
like to make two comments about it. 

First, this tier responds to the principle to provide 
initiative for individual savings which the private sector 
strongly believes should be encouraged, and secondly, 
to the degree that these investments (such as equities or 
real estate perhaps) are themselves somewhat inflation 
protected, they provide automatic adjustments. 

Before looking at the benefits derived from the 
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third tier, it is well to remember that the benefits from 
the first and second are today fully indexed, and since 
these tiers provide a significant proportion of pre-retire- 
ment income, at least up to the Average Industrial 
Wage, some of the need is being met. It is, however, a 
fact that almost all private pensioners are experiencing 
some loss of purchasing power over time, as private , 
plans are generally providing only partial augmenta- 
tion. Many employers do provide periodic supplements 
in recognition of this situation. 

In considering this matter, we have to begin by dis- 
tinguishing between today’s and yesterday’s retirees. 
Many of those now retired are not receiving the Canada 
Pension Plan, or only partial payments therefrom, and 
may have retired under pension plans which have since 
been substantially improved as to the benefits they pay. 
These are the people caught in the transition from the 
pre-1970’s economic environment when inflation was 
not the problem it is today. Their position is vastly dif- 
ferent from those retiring now who are in receipt of full 
and rising Canada Pension Plan payments and im- 
proved and extended private plan payments. The point 
[am trying to make is that the entire Canadian retire- 
ment income system is maturing and, as a consequence, 
those who retire tomorrow will be in better shape than 
those today or yesterday. 

Some pensioner and employee groups support au- 
tomatic indexation as the solution to the problem of the 
erosive effects of inflation. The problem with this, of 
course, is the additional overwhelming costs associated 
with it—which costs must come out of the total com- 
pensation package. Beginning with the total of private 
pensions being paid in 1979, a consulting actuary has 
projected the amount to be paid in 1981 and has esti- 
mated the cost of funding the liabilities represented by 
these payments. He then estimated the additional fund- 
ing costs, were these pensions to be fully indexed to the 
CPI. The result was a staggering four to eight billion 
dollars with the actual cost expected to be somewhere 
about the seven billion dollar mark, and this was only 
for pensions already in payment. 

He also considered new pensioners and the effect 
on liabilities, were they to retire on a fully-indexed pen- 
sion without any adjustment to initial benefit levels. 
Liabilities for these individuals were estimated to in- 
crease by more than 75% at current rates. Obviously, full 
indexation would result in staggering cost increases to 
private plan sponsors. In addition, these costs are ex- 
tremely difficult to predict, as inflation runs rampant 
and randomly through our economy. In simple terms, 
the private pension plan sponsors just cannot afford full 
automatic indexation, either for today or tomorrow’s 
pensioners, 
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But there are alternatives. One is, of course, non- 
mandatory supplementation, possibly with some form 
of income tax encouragement from government to 
soften up the increased expense this entails. En passant, 
I would point out that the Department of Labour, based 
on its yet unpublished Survey of Wages and Working 
Conditions in 1979, has developed estimates which indi- 
cate some 61% of businesses with at least 20 employees 
already have provided some form of augmentation to 
pensions in payment. That’s not a bad record, I suggest, 
and I expect it is improving. 

A second alternative suggests that pensions be sup- 
plemented to the extent made possible by inflation- 
related earnings on that portion of fund assets which 
relates to liabilities for pensions in payment. There are 
many views on this, but I must point out that my Com- 


pany and the Railway Association are opposed to sucha ~ 


proposal as it relates to a mature defined benefit plan. 
Several problems must be resolved to make the ex- 
cess earning approach workable: 
(1) One is the choice of an interest rate to be used to 
reflect the true rate of return over which earnings 
would be available for supplementation. Too high a 
rate will produce little for adjustment and too low a 
rate can be a very costly choice for the plan sponsor. 
A second problem is what happens when the in- 
vestment return is lower than the chosen rate. 
Obviously the pension cannot be reduced so that 
not only can pensions in payment not be aug- 
mented, but the shortfall could result in an 
experience deficiency. Investment managers must 
invest for long-term results. They cannot do this if 
they are under pressure for yearly results. Clearly, 
investment markets require longer terms for best 
results. 
A third problem is to preserve the incentive for the 
investment manager to obtain the best possible re- 
turn; and, 
The fourth and biggest problem is the increase in 
the required contributions that would become nec- 


essary if any substantial portion of the earnings over — 


and above a basic rate were to be earmarked for 

pension augmentation. 

And these are but four of the problems we are 
going to have to face. One of the reasons we are having 
this Conference is to start exploring some of the trade- 
offs we are all going to have to cost out and evaluate, 
and I look forward to doing that in the workshops. 

Legislative intervention will not by itself ensure that 
the additional costs can be properly integrated in a price 
and salary structure. The private sector is capable of 


adapting to new objectives that are decided upon by the 
society and can better make the necessary adjustments — 
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taking into account needs, ability to pay, and the dif- 
ferent circumstances of large enterprises or small 
businesses. 

Legislation would be manifestly unfair were it to 
require employers, for example, with pension plans to 
provide escalation while those without a plan were bur- 
dened neither with a pension plan nor its escalation. 
Mention has been made earlier in the day of the pos- 
sibility of introducing a mandatory minimum pension 
plan. Should such a plan come into existence, then 
surely any requirements for inflation protection of pen- 
sions should logically be limited to the benefits 
provided by such a plan as it would then provide infla- 
tion protection fully to the level of the order of the 
Average Industrial Wage. 

There are three topics I just want to touch on before 
I sit down. One is the distribution of available funds. 
Some plan sponsors, suppliers and advisors do not sup- 
port uniform supplementation. The preference for them 
is to be able to address needs and be allowed to increase 
the low-income pensioner’s income by a greater propor- 
tion than that of higher income pensioners. 

The second is the effect one achieves when supple- 
menting the low-income pensioner. Often this indi- 
vidual is receiving GIS or some provincial supplement 
which is reduced by all ora portion of the plan sponsor's 
adjustment. In effect this is 100% taxation, at least in 
some areas, and I urge legislators at both the federal and 
provincial levels to rectify this situation. 

My last point is when should supplementation be- 

_ gin. First off, it seems unreasonable to supplement the 
pensions of those who voluntarily retire early, at least 
for a few years into retirement. Secondly, some people 
are retiring today with spendable incomes in excess of 
that which they had prior to retirement, particularly 
when one considers the elimination of work-related ex- 
penses, preferential tax treatment and other benefits 
awarded to senior citizens. There is no need to adjust 
such pensions, at least until purchasing power slips sub- 
stantially. This slippage, I might point out, is amelio- 
rated by the impact of escalation to the government sec- 
tions of pensions in payment and by the effect of esca- 
lated income tax deductions. Most plan sponsors would 
agree that a waiting period of some years is warranted 
and, given the initial level of payments under some 
plans, the waiting period may be substantially longer 
before serious erosion has occurred. 


Ron Riley is Vice-President, Administration, Canadian Pacific 
Limited. 


Andy Stewart 


There are those who claim that indexation of pension 
income is somewhat of an extravagance and perhaps a 
frill that the economy cannot afford. I am just beginning 
to be convinced that there are some in attendance who 
just may be of that persuasion. 

Adjustments of retirement incomes to the rate of 
movement in the Consumer Price Index is a feature es- 
sential to the success of retirement income planning in 
this country. 

A pension without inflation protection is a license 
to gradual starvation. The average male retiring ona 
fixed income at age sixty-five, with inflation running at 
10% per year, will have his real pension benefit reduced 
to one-quarter at death. For the average woman it will be 
less than one-fifth of the original value. 

To the extent that earnings are a product of infla- 
tion, dollars are being transferred from pensioners to 
others in our society. Each year with an increase in the 
C.P.I., and no indexation of pension benefits, the na- 
tional income is redistributed from pensioners to others 
almost in direct proportion to the movement in the 
C.P.I. [suggest to you that this is robbery. 

This reverse Robin Hood activity continues year 
after year almost totally camouflaged by forecasters of 
doom and long engaging discussions on probability ta- 
bles. Where are all of those who express so much 
concern over inter-generational transfers? 

A fully indexed pension simply ensures that a pen- 
sioner will have the capacity to purchase the same 
basket of goods throughout his retirement years. The 
dollar value of the pension increases at the same rate as 
the basket of goods. I’m not going to bore you with 
examples. We all know what indexed pensions are. 
Where we may differ is probably on what they should be. 

Present debate on the question of indexation of ben- 
efits in large measure, | believe, centres around risk— 
more specifically, whether or not employment-based 
plans can or are prepared to accept or share in that risk. 
There exists within the industry, I understand, a fairly 
wide variation of opinion on this subject. It appears to 
me, and I guess not surprisingly so, that a great deal of 
thought has been given to devising means of transfer- 
ring the total risk to the pensioners themselves. 

One of the most common proposals under which at 
least a measure of protection against inflation could be 
provided is to have excess earnings directed to that pur- 
pose. While this proposal in my view would be the 
ultimate in terms of transferring any risks involved, it 
would mean that pensioners would at least benefit from 
excess earnings passed on in the form of adjustments. 
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They would, however, be denied access to the use of 
current contributions such as can be provided under a 
public plan. Another proposal would have earnings tied 
to indexed bonds. While having some redeeming fea- 
tures, I must reject this approach since I do not believe 
that governments should incur any expenditures re- 
garding the operation of employment-based plans. 

While not normally part of the indexation debate, 
there is another feature which is causing a serious ero- 
sion of pension benefits in a mobile work force. Iam 
referring to the general lack of provisions in private pen- 
sion plans to index the value of deferred benefits. It is 
not at all unusual in today’s society for persons to 
qualify for a deferred benefit under pension plans spon- 
sored by two or more employers. While they may 
qualify for deferred benefits, it is impossible to forecast 
what might be their value at time of retirement. 

Consider the person who works twenty years with 
one employer and changes employment at the age of ° 
forty-five for whatever reason. He believes his deferred 
benefit will provide a major portion of his income in his 
retirement years. When reaching retirement some 
twenty years later, he finds that each dollar of his de- 
ferred benefit might have been reduced to twenty-two 
cents. That is precisely the effect of an 8% annual rate of 
inflation over twenty years. While plans do provide for 
nominal sharing of investment income over this period, 
this is not, however, a regulated requirement. Experi- 
ence, unfortunately, has shown that these earnings are 
channelled elsewhere to provide improved benefits for 
current contributors. 

In the past few weeks we have heard a great num- 
ber of views regarding recent proposals to introduce an 
Inflation Tax Credit system based on the recommend- 
ations of the Haley Commission in Ontario. The 
recommendations were designed to provide for a mea- 
sure of protection against inflation. The proposal 
advanced by the Haley Commission, while enticing in 
theory, is not a measure which could provide relief to 
those facing the greatest need. In fact, the proposal 
would, if enacted, provide no protection until age 68 
and would then provide greater relief for those with 
higher retirement incomes since income from govern- 
ment plans would not be considered as income for the 
purpose of the Inflation Tax Credit. In addition to 
providing no relief until age 68, the proposal would 
delete the age 65 Income Tax Exemption and the present 
deduction of up to $1,000 of pension income; thus im- 
posing an additional tax burden in the first three years 
of normal retirement. Without appearing too cynical, I 
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wonder if age 68 represents a significant plateau in the 
mortality tables. 

It appears to me that it is fundamentally wrong to 
encourage people to contribute to a pension plan, par- 
ticularly during their years of lowest earnings when it is 
known that the pension they will accrue will provide 
less than the poverty level at time of retirement. It is 
simply not worth the sacrifice to skimp in order to 
qualify for a pension which will be offset by some form 
of welfare at time of retirement. 

I do not wish to be overly critical of existing employ- 
ment-based plans. As you have been told, based on 
Average Income and Sources of Income for 1975, as re- 
ported in the Lazar Report, these types of plans only 
generate 12% of the income for those in retirement. 
Given their limited coverage, universal indexation of 
these plans to the C.P.I. obviously is not the complete 
answer. 

Public plans must be the major vehicle to meet the 
needs of our elderly. Only public plans can provide 
these universal basic needs and provide the necessary 
protection throughout the retirement years. 

In conclusion, Mr. Chairman, businesses can and 
do protect themselves against inflation through price or 
rate increases. The employed seek, and for the most 
part, gain protection through raises. The retired person 
who does not contribute to inflation is expected to bear 
the full brunt. When one looks at the average retirement 
income in this country, one should not expect anyone to 
live on that amount when eggs have reached one dollar a 


dozen. Surely no one would expect a person to live on 


the same pension dollar when eggs have reached $5.00 a 
dozen. But sometimes I wonder. 


Andy Stewart is President of the Public Service Alliance of 
Canada and member of the Executive Council of the Canadian 
Labour Congress. 


Jean-Louis Delisle 


I have been described as a diplomat. I hope no one 
expects that my role today will be to reconcile the many 
brilliant speakers who have preceded me. Instead, I will 
get directly to my topic which, by the way, is very gen- 
eral: pensions and inflation. 

I think there is no need after today’s discussions to 
argue at length about the second part of my topic, infla- 
tion, because it’s obvious that retired people are hard hit 
by this economic phenomenon, which for all practical 
purposes has become uncontrollable. We need only 
remember the last Consumer Price Index (CPI) as 
announced by Statistics Canada last month. The 
annualized rate is up to 12.2%, following the highest 
monthly increase since December 1974, a price advance 
which reduced the purchasing power of a dollar in 1981 
to 0.44 in 1971 dollar terms. We also must remember 
that this increase is due mainly to a rise in the cost of 
food, shelter and clothing, which are three of life’s vital 
needs. If, on the other hand, we keep in mind that 
one-half of Canada’s senior citizens live in poverty, the 
need to expand and improve the present pension 
system becomes more imperative. 

For my part, am here, above all, as a representa- 
tive of a seniors’ action movement associated with the 
Alumni Association of Laval University in Quebec City, 
which caters to those alumni who have either retired or 
are nearing retirement. Therefore, we deal with former 
professionals, professors, administrators, etc. These for- 
mer university graduates are, more often than you 
would think, the uncomplaining poor, since out of pride 
they will not show their destitution in the face of insuffi- 
cient retirement pensions. Their situation is greatly 
aggravated by skyrocketing inflation. Some time ago, 
the attention of our Committee was drawn to a situation 
it considers serious since it concerns a considerable 
number of former professors and administrators who 
receive only an unindexed pension, which is either less 
or just slightly more than social assistance. This situa- 
tion arises because many members cannot buy back for 
pension purposes the time they spent as teachers or 
administrators in private and usually religious academic 
institutions at the secondary level which did not have a 
pension plan, before being able to contribute to the 
university pension fund. 

This is a special category of needy pensioners, a 
group of forgotten human beings who are wasting away 
in the lonely world of retirement, in a somewhat similar 
position as widows under 65 who, never having worked 
outside the home, have neither public nor private pen- 
sions. These neglected groups feel the extremely serious 
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effects of inflation more sharply. It would seem urgent 
that sufficient and immediate assistance should be of- | 
fered them, and I think, in this particular case, the 
government should act. Generally, my observations | 
here apply to all retired people with insufficient in- | 
comes. Their expenses are rising with prices while their 
incomes remain unchanged, or are increasing at a | 
slower pace. To illustrate this, let’s examine the follow- 

ing hypothetical situation: fora worker who retired in 

1966 on a pension without protection against inflation, ; 
the relative purchasing power of his income would have | 
been 57% in 1976, and 42% in 1981. With the 12.2% infla- 
tion rate announced by Statistics Canada last month, a | 
fixed pension would have been reduced by almost half 

in less than six years. Let us see how the same situation 
applies to public and private pensions. 

Many retired people took part ina pension plan 
sponsored by their employer during their working life | 
in order to get a more comfortable replacement income. | 

| 


Unfortunately, there are only a few private plans with ‘ 
an automatic post-retirement benefit indexation clause. 
In 1978, about 32% of participants in employer- . 


sponsored plans were entitled to retirement benefits 
linked to the Consumer Price Index, but the majority of 
these employees were in the public sector. Twenty-two 
per cent of the participants with automatic protection 
had a rider clause either equal to or greater than the | 
CPI. The remaining 10% could expect protection lower t 
than the CPI. : 
Less than 5% of private sector workers have plans 
with an automatic indexation clause. Inquiries to private 
enterprise have shown that certain “ad hoc” adjust- 
ments were made as partial compensation for the rise in ! 
the cost of living, whenever profits allowed. The major- 
ity of these enterprises offer only partial indexation of 
2% or 3% per year. | 
However, large companies are more likely to pro- 
tect their pensioners against inflation than small ones. A 
survey of the manufacturing sector in Ontario showed | 
that 80% of businesses with at least 1,000 employees i, | 
make such adjustments as opposed to only 28% of busi- 
nesses with 100 to 1,000 employees. | 
These statistics show a serious gap in private pen- 
sion plans as far as protection against inflation is 
concerned. In spite of their weaknesses, these plans " 
nevertheless remain an important source of income for 
senior citizens, and their contribution to the collective MH 
incomes of future generations of senior citizens should 
increase rapidly, if such changes as greater coverage and 
improved benefits are made. But this contribution will | 


be considerably lessened unless satisfactory steps are 
taken to thwart the ravages of inflation. 

Let me remind you in closing of the feeling of in- 
justice and annoyance in the private sector against 
governments and public service pension plans because 
of their liberal policy of indexing pensions to the cost of 
living. This is seen as a sign of favouritism at the ex- 
pense of private enterprise, which says it is unable to be 
that generous toward its workers, all the more so be- 
cause it is made through taxes to fund a good part of the 


government's generosity toward its workers in this area. 


As a matter of fact, we must be convinced, before 
long, that public service pension plans are only a pre- 
liminary model for a pension plan system that will be 
more equitable and satisfactory for all Canadians, a sys- 
tem that we hope will be established in the near future 
by way of open and constructive cooperation between 
the public and private sectors. 


Jean-Louis Delisle is President of the Committee for Gerontol- 
ogy at Laval University. 
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Ron Riley 


Let me just summarize my position: 

@ Weshare the government's concern about the 
effects of inflation (and I might say, Andy Stewart's 
concern about the price of eggs) on those with fixed 
incomes, and many private plans are already doing 
something about it. 

e@ The problem of inflation protection is perhaps most 
acute in respect of those who have been retired for 
some time. 

@ The problem with respect to future retirees is per- 
haps not as critical provided, of course, that inflation 
does not get totally out of hand. 

@ Full automatic indexation of private pensions on the 
basis of a price index represents an unacceptable 
burden for the plan sponsors, particularly because 
of its cost, its unpredictability and its un- 
manageability. However, the private sector can 
provide, we believe, the best routes for meeting this 
problem. Bear in mind that there are all manner of 
different kinds of private plans in place. These plans 
were put in place in response to pressures in the 
past, presumably for very good reasons, and they 
have to respond a little differently to the require- 
ments of indexation or to the proposals for that. But 
periodic adjustments can be made where costs can 
be controlled and managed. Difficult trade-offs will 
be involved and we all—employers, employees and 
governments—must be prepared to face the con- 
sequences as our collective resources are not 
unlimited. 

In closing, ladies and gentlemen, let me just add 
that this is a very complex subject. There are many solu- 
tions being proposed. Before committing the country 
beyond what we now provide, a careful and detailed 
analysis of long-term cost implications must be per- 
formed and the benefits clearly spelled out. It is also 
essential that we understand and can afford what we 
undertake to do. 
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Dr. James R. Nininger 


Summary of the Panel Discussions on 
The Future Shape of Private Sector Pensions 


Dr. James R. Nininger 


Before presenting my summary comments I would like 
to congratulate you, the delegates, for being most atten- 
tive and patient in listening to the presentations today. I 

know you are anxious to express your views and the 
opportunity to do this is not far off. 

In case you have not been keeping track, you have 
listened to 17 individuals talk to you today about various 
aspects of pensions. Iam number 18 and the last, and I 
will be brief. 

In preparing this summary, | would like to express 
my thanks to two of my colleagues at the Conference 
Board, Jim Frank and Alister Smith, who have assisted 
with the individual summaries and to the staff of the 
pension conference who have provided typing 
assistance. 

The purpose of the panel discussion this afternoon 

_ has been to examine a number of important aspects of 
the private pension system and, in doing so, to address 
deficiencies and to suggest appropriate reforms. It is 
clear that all the participants this afternoon agree on the 
necessity for changes in Canada’s pension system. 
There are, of course, differences of opinion as to how 
these reforms should take place. However, common to 

all the participants is a desire for constructive change. 

, We were pleased to accept the invitation of Madame 
Bégin, to present this summary. Our role is to provide a 

_ fair and balanced summary of the key elements of the 

_ panel discussions. This is in keeping with our mandate, 
as an independent non-policy-prescriptive research or- 
ganization. The purpose of the summary is to briefly 
review the main points made this afternoon in order to 
assist in providing a focus for the workshops tomorrow. 

Due to the complexity of the issue and the limited 
time available, it will be impossible to cover in detail the 
views expressed in the 13 presentations heard this after- 
noon. It should also be recognized that it is difficult to 
confine this discussion to private plans since the present 
pension system is one that integrates public and private 
elements. Nevertheless, on each topic, the panelists’ 
views will be summarized and, in the conclusion, a 

number of the strands of the various discussions will be 
drawn together. 

It is important to keep in mind the ongoing nature 
of the process of pension reform. Canada’s pension sys- 
tem has evolved as problems became apparent due to 
economic, social, demographic and other changes. Pen- 
sion reform is not a process that should be regarded as 


occurring at one point in time. The retirement income 
system is continuously changing over time. 

Let me begin by briefly reviewing the goals of the 
current pension system as it has evolved. 

The difficulties of a consensus-seeking approach to 
pension reform should not obscure the fact that there 
are some basic goals on which there is general 
agreement. While the need for reform has been 
established by the many studies of the overall system, 
the two basic goals of our mixed system of public and 
private pensions have not been challenged. These goals 
are: 

(1) the alleviation of poverty among the elderly, and 
(2) the maintenance of living standards in retirement 
that are roughly equivalent to those enjoyed in 

working years. 

These goals reflect the preferences of a society that 
wants to prevent poverty among the elderly but that 
supports differences in retirement income, above the 
basic minimum, that reflect differences in earnings 
during working years. 

It is agreed by the panelists that poverty among the 
current elderly has not been alleviated and cannot be 
alleviated by changing present employment-based pen- 
sion plans. The conclusion that should be drawn is 
clear: relief for the current elderly poor must be 
provided by OAS and/or GIS. It is important to dis- 
tinguish between this problem, which is a more 
immediate social concern, and the other problems dis- 
cussed today which will affect the future elderly. 

In addition to these two basic goals, there is increas- 
ing agreement that private pension benefits are deferred 
wages. The survey conducted by the Canadian Pension 
Conference and the increasing use of total compensa- 
tion concepts show how general this view has become. 
What is not yet realized is just how significant this prin- 
ciple is and its implications for the pension system. 

Let me now turn toa brief summary of the four 
panels. 


SUMMARY OF THE PRESENTATIONS 

Coverage 

However measured, the coverage of workers by private 
pensions is less than complete. All of the participants 
on this panel view the incompleteness of coverage as a 
serious problem. 
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Mr. Panabaker outlines three basic policy positions 
on pension reform which have implications for the ex- 
tension of coverage. The first involves the “renovating” 
of private plans. The second involves two forms of man- 
dating—mandatory plans meeting certain minimum 
standards (as advocated by the CLHIA) and mandatory 
plans along the lines of the Provincial Universal Retire- 
ment System (PURS) proposed by the Ontario Royal 
Commission. The third is the extension of the C/OPP. In 
opposition to this last option, Mr. Panabaker argues that 
an expanded C/QPP may result in a lack of savings and 
investment capital if it is unfunded or the problems of 
state control over funds if it is funded. He believes that a 
solution to the coverage question which avoids exces- 
sive dependence on government is necessary. He 
personally favours mandatory minimum plans. 

Mr. Rygus views the incompleteness of coverage as 
one of the primary reasons for the inadequate retire- 
ment incomes of most Canadians. An expansion of the 
private system cannot solve the basic coverage problem. 
He believes that mandatory plans, regardless of the 
type, amount to personal savings plans not pension 
plans. The coverage of private pension plans in future, 
according to Mr. Rygus, must be viewed as supplemen- 
tary to an expanded public system. 

Mr. Bulloch points out that pensions are relatively 
uncommon among small- and medium-sized employers 
because pensions are prohibitively expensive. In many 
of these firms which employ very small numbers of em- 
ployees, the main preoccupation is the sheer struggle 
for survival. He emphasizes that the majority of his 
members use RRSP’s for themselves and their spouses, 
and expect their employees to do likewise. Because of 
inflation he argues that the limits for contributions to 
RRSP’s should be increased immediately. His members 
reject mandatory retirement, and support voluntary 
participation of housewives in the CPP. They consis- 
tently favour maximizing freedom of choice and 
consequently, in view of the precarious financial situa- 
tion of new small businesses, and the wide use of 
RRSP’s, he urges that government not be too hasty in 
legislating new pension arrangements. 

Louise Dulude is critical of the low coverage of 
women. She feels that the only efficient way of provid- 
ing good coverage for women is under an expanded 
C/QPP. She focuses on the public system which she 
argues has been highly discriminatory toward women 
but can be changed to meet the needs of women. She 
suggests an approach whereby women in the home car- 
ing for young children could participate in the C/QPP 
but would not have to contribute. Women working in 
the home and not caring for young children could also 
participate but spouses would be required to make pay- 
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ments. Contributions would be imputed on the basis of 
an assumed earnings rate of one-half the Average In- 
dustrial Wage. , 

While there are obvious differences in fundamental 
positions, none of the panelists opposes the extension 
of coverage. The real differences arise in how coverage 
should be extended. Mr. Panabaker supports manda- 
tory plans. Mr. Rygus favours an expanded role for the 


C/QPP. Mr. Bulloch favours the improvement of RRSP’s. © 


Louise Dulude would like to see the C/OPP extended to 
cover women working in the home. 
Now let me turn to the second panel. 


Women and Pensions 

Perhaps no problem with the current pension system 
offends more Canadians than the extent of poverty that 
exists today among elderly women. The panelists in this 
group all expressed serious concerns about this. But, in 
addition to this pressing social problem, all three speak- 
ers pointed out difficulties posed by the current pension 


system for women who are presently working, whether — 


inside or outside the home. 

Mr. Hamilton believes that women’s changing role 
needs to be recognized in planning for the future. 
Changing the traditional way of thinking of women as 
dependents must be reflected in any major pension re- 
form. In the short term, the immediate problem of 
poverty among elderly women should be addressed by 
changes in the GIS. Improved spousal benefits and a 
division of contributions upon marriage breakdown will 
benefit women. Many private sector organizations, he 
states, are suggesting that universal plans should 
provide an automatic joint and survivor benefit of at 
least 60%. There should be an equal division of pension 


credits on marriage breakdown. In the long term, itis his — 


belief that, by adopting a mandatory retirement plan 
similar in concept to the PURS recommended in 
Ontario, many of the particular problems confronted by 
women will be resolved. He also urges that careful con- 
sideration be given to the use of unisex tables in 
calculating pension benefits. 

Mr. Collins argues that while women have a very 
large stake in proposals for improving the overall pen- 
sion system in terms of coverage, indexation, vesting 
and portability, only an expansion of the CPP can de- 
liver on all fronts. Changes in the CPP are also 
necessary. He favours the enactment of a “drop-out” 
provision for parents caring for children under age 
seven. Keeping this in mind, changes in private plans 
which would have significant benefits for women in- 
clude the following: the use of unisex mortality tables; a 
minimum survivor's pension rate of 60% unless the 
spouse signs off the benefit; full and independent rights 
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to disclosure; the treatment of pension credits as prop- 
erty on marriage breakdown; and, the extension of 
eligibility for membership to part-time workers. 

Louise Dulude regards the present design of the 
C/QPP as a “disaster for women” but feels the private 
pension system can do little to improve the benefits of 

~women. To improve the treatment of women, she sug- 

gests the following: a child-care drop-out period; the 
participation of homemakers in the C/OPP; and, the 
equalization of C/QPP credits on marriage breakdown. 
In her view, the only useful role private pensions could 
play is to supplement the benefits of those with above- 
average incomes. But she feels the following changes 
would be necessary for private plans: quick vesting; in- 
dexing through the use of excess earnings; mandatory 
joint and survivor pensions giving at least 50% to the 
surviving spouse; and automatic splitting of private pen- 
sion credits and RRSP’s on divorce. 

I would like to turn now to the third panel. 


Portability, Vesting and Locking-in 

Earlier minimum vesting standards were seen as neces- 
sary by all members of this panel. But while improved 
portability is regarded as similarly desirable it is recog- 
nized that it involves special problems. 

Mr. Perrault points out that, in general, industry 
supports the view that pensions are deferred compensa- 
tion. Industry favours more rapid vesting of pension 
benefits and is anxious to find a solution to the por- 
tability problem. A number of private sector organiza- 

_tions have called for full vesting with five years of 
‘service or less. He believes a consensus is also emerging 

_on the need for some form of inflation protection of 

_ deferred vested benefits. Mr. Perrault states that per- 


_ haps full vesting after five years of service should be the 


immediate goal of all private plans. In addition, he sug- 
gests that not more than 50% of vested benefits be 
financed by the employee; that the employee and em- 
ployer shares be locked-in; and, that the value of vested 
benefits be protected by ad hoc adjustments or the ves- 
ted benefits transferred to individual RRSP’s. 

Mr. Hanmer outlines the need for improved vesting 
and portability but expresses the view that an extension 
of the CPP may be the only answer if one takes into 
account the need to expand coverage. He doubts that 
additional plans will be offered by small- and medium- 
sized employers if improved standards for vesting and 
portability are legislated. He favours an extension of the 
CPP to provide 45% of average wages and salaries on 
retirement and an immediate and substantial increase in 
the GIS. 

Mr. Dagenais bases his argument on the view that 
pensions are deferred wages and as such must be vested 


immediately and be fully portable. Private plans cannot 
cope with the very complex problems of full portability, 
nor can they provide full coverage. He is against legisla- 
tion of what amounts to savings plans since the 
uncertainty of the future makes the purchasing power 
of these savings indeterminate in retirement. Retire- 
ment income should be seen ina social context as a right 
of everyone in society. As such, only the public system 
can accommodate the social dimension of pensions or 
meet the need for immediate vesting, indexing of 
locked-in credits or full portability. 

Now, I would like to turn to the last panel. 


Protection Against Inflation 

The problem of protecting private pension benefits 
against inflation is a particularly troublesome one. 
While each of the panelists expresses concern about the 
erosion of purchasing power, there is a difference of 
opinion on what should be done. 

Mr. Riley states that the private sector shares the 
government's concern over the effects of inflation. But 
he feels that some of the need for inflation protection is 
being met by the indexation of OAS, GIS and C/QPP. He 
argues that full indexation would involve “overwhelm- 
ing costs” for the private sector. The private sector, in his 
view, cannot afford full indexation either for today’s or 
tomorrow’s pensioners. Two alternatives he considers 
are: non-mandatory supplementation, possibly with 
some form of tax encouragement, and supplementation 
through inflation-related earnings. He points out sev- 
eral problems which must be resolved to make the 
excess earnings approach workable. A careful and de- 
tailed analysis of the long-term cost implications of 
proposed solutions must be performed before commit- 
ting the country to any one of them. 

Mr. Stewart argues that full indexation is essential 
to the success of retirement income planning. Unin- 
dexed pensions redistribute income from pensioners to 
others in society. He feels that the excess earnings 
method would transfer the risks to pensioners even 
though they would at least benefit from the excess earn- 
ings that would be passed on. Deferred benefits should 
also be indexed. In summary, his view is that public 
plans must be the major vehicle for retirement income 
support. 

Mr. Delisle points out that inflation is out of control. 
Price increases in food, housing and clothing present 
an urgent problem for retirees. Improvements 1n our 
pension system are imperative—especially for the ne- 
glected, forgotten groups such as those with very poor 
pensions or those with no pensions at all (such as 
housewives). The state must take action to meet the 
needs of these groups. There is a serious deficiency in 
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private plans with respect to inflation protection though 
these plans remain very important to many retirees. 


In conclusion, there are a number of points which 
should be kept in mind in the workshops tomorrow. 
| would like to raise five points: 

(1) It should be recognized that Canada is not unique in 
having to come to grips with the problems ad- 
dressed today. Many of the OECD countries have 
been, or are currently involved in, re-examining 
their pension systems in the face of similar eco- 
nomic, social and demographic pressures. 

Every society must make difficult but important 
choices on this matter. The fundamental choice for 
Canadians is what price our society is willing to pay 
to ensure adequate support for its citizens in 
retirement. 

(2) Itis not possible to treat the private pension system 
in isolation in the discussions of pension reform. 
The panelists have demonstrated this fact by mak- 
ing several references to the public pension system 
in the context of their discussion of the private pen- 
sion system. It is, therefore, important to view 
Canada’s pension system as an integrated system. 

(3) Ina broad sense, Canadians are faced with deciding 
what retirement income system we want and what 
we are willing to pay for now and in the future. This 
is a question of trading current for future consump- 
tion. If we want an improved pension system in this 
country we must be prepared to forego present con- 
sumption in favour of greater saving. 

The costs of various alternative reforms must be as- 
sessed and properly communicated but it is 
important to understand that cost estimates are only 
as realistic as the assumptions that underlie them. 
During the debate about the future of our pension 
system, itis very important that technical aspects 
not be allowed to cloud the essential issues. Techni- 
cal solutions will follow once the basic philosophical 
issues are resolved. Much of what has been dis- 
cussed here today revolves around basic philosophi- 
cal differences. 

(4) In the final analysis, what will determine the future 
shape of the pension system is a political decision 
which will be based on a broad consensus of the 
primary responsibilities of individuals, employers 
and the state in providing for retirement. 

(5) Finally, it would be a mistake to judge the success or 
failure of this Conference in furthering this process 
by whether or not a consensus is reached. This Con- 
ference must be viewed as part of an important and 
essential ongoing dialogue which will lead to pen- 
sion reform. The important point is that delegates 
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are brought together to discuss their views. Pension 
reform is a matter of great importance which will 
affect many lives over many years to come. Itis 
critical that in choosing a new direction, we choose 
wisely. 

In closing, if | could make a personal comment, I 
have been impressed with the tone of the sessions today. 
The tone has been positive and constructive—and I 
think this augurs well for the discussions tomorrow and 
the subsequent discussions leading to pension reform, 


Dr. James R. Nininger is President of the Conference Board of 
Canada. 
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Closing Remarks 
William Kennedy 


We now have heard the private sector response to the 
government's request for solutions to problems in four 
critical areas. 
In closing, may I make a request to all levels of 
government that they assist the process in four ways: 
¢ that current unacceptable levels of inflation be brought 
under control; 
¢ that they strive to provide more equitable treatment in 
government social welfare, income tax and subsidy 
programs for elder Canadians; 
* that fiscal responsibility be maintained in all govern- 
ment programs; and 
* that there be uniform pension legislation across 
Canada. 
In addition, may we suggest that at some time in 
the future another National Pensions Conference be 
held to deal specifically with public sector programs. 


William L. Kennedy, B.Sc., P.Eng., CIM., is President of the 
Canadian Pension Conference, a voluntary non-profit associa- 
tion that endeavours to take a neutral position in the pension 
debate. The CPC's primary function is to provide oppor- 
tunities across the country for discussion of income security 
issues by its members, who represent a broad cross-section of 
the private sector, including retirement plan sponsors, 
suppliers of services to the pension industry and representa- 
tives of plan members. A chemical engineer from the 
University of Manitoba, Mr. Kennedy has held a variety of 
technical and production management positions with his 
present employer across Canada and in the United States. 
Currrently he is Manager, Compensation, Union Carbide 
Canada Limited. 
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Introductory Remarks 
Don Coxe 


This morning’s session is the wrap-up session and I am 
delighted to see you all back here for this one in particu- 
lar, since this is where we try to put it all together. 

I'd like to say a few words about procedure this 
morning. First, an announcement about the texts of the 
four addresses. Each Workshop Coordinator will be 
presenting a report summarizing the discussions which 
took place in his or her workshops. You understand, of 
course, that these reports were all prepared last night 
and are still in draft form. In spite of this, however, they 
are all of excellent calibre and, with respect to the many 
people who requested the reports, Conference officials 
have arranged to make copies available to you at the end 
of this session. Later, the final versions will be included 
in the full Conference report. 

Each presentation will be followed by a fifteen to 
twenty minute question period where questions from 
the floor can be directed to the Coordinator or to any 
one of the Workshop Leaders. We are obviously going 
to have to run this thing through at a fairly high rate of 
speed so I would ask your cooperation in being as brief 
as possible and confining your questions to the topic at 
hand. 

Our first topic this morning is “Coverage” — where 
it all began. The Coverage Coordinator is Bob Baldwin 
of the Canadian Labour Congress. Workshop Leaders 
are Colin Mills, Lise Poulin-Simon, Diane Bellemare and 
Yves Guérard. Monica Townson’s report on “Women 
and Pensions” will follow, with Workshop Leaders Don 
_ Lee, John Turnbull, Lucienne Aubert, and Margaret 
Wente. Monica is a journalist and is with the Economic 
Council. The third report on “Portability, Vesting and 
Locking-in” will be given by Robert Granger who is Spe- 
cial Assistant to the Vice-President, Administration, 
Canadian Pacific. Workshop Leaders here are Ian Bovey, 
John Corp, Jacques Dion and Bruce McDonald. And the 
last summary — “Protection Against Inflation” — will be 
delivered by Jim Paterson, Consulting Actuary with 
Paterson, Cook Ltd., and one of the participants in the 
federal task force. The Leaders for this Workshop topic 
are Laurence Coward, Kristina Liljefors, Claude 
Dumont and Jim Pesando. I'll now turn the floor over to 
the Workshop Coordinators. 


Donald G.M. Coxe, LL.B., joined Mutual Life in 1971. He is 
currently serving as Executive Vice-President and Secretary- 
Treasurer of Mu-Cana Investment Counselling Ltd., a wholly- 
owned subsidiary of the Mutual Life of Canada. A graduate of 
the University of Toronto and Osgoode Law School, Mr. Coxe 
was called to the Bar in 1962. He has experience in journalism, 
law and investments, including the organization and manage- 
ment of a mutual fund. Mr. Coxe served for six years on the 
advisory committee of the Canada Pension Plan and has made 
many speeches on the subject of pension investments including 
meetings of The Conference Board, the Canadian Pension Con- 
ference and the Association of Canadian Pension Management. 
He represented the investment and pension industry on the 
Royal Commission on the Status of Pensions in Ontario. Mr. 
Coxe directs the separate fund services and investment coun- 
selled accounts through Mu-Cana. 
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Report of Workshops on Coverage 


Robert Baldwin 


Each of the 16 workshops on pension coverage had its 
own unique dynamics and none arrived at conclusions 
that were identical with any other. For the workshop 
leaders and myself this naturally posed difficulties in 
synthesizing and summarizing the discussions. We 
have encountered the inevitable need to leave out of our 
account much of the rich and inciteful detail in yester- 
day’s discussion. For those of you who participated so 
actively in the discussions, I hope you will understand 
that if your particular contribution is not recorded in this 
report it is because of the need to summarize froma 
great deal of discussion. It is certainly not the result of a 
desire to ignore you. 

Most of the discussion of pension coverage related 
to the objective of providing replacement income. How- 
ever, there was some discussion of coverage as it related 
to the provision of a minimum income floor and I will 
report first on this aspect of the coverage question if 
only because it was the subject of far less controversy. 

_ There was general agreement that governments 
should take full responsibility for providing a minimum 
income floor and that the national OAS and GIS pro- 
grams should play the key roles in this regard. 
Although it was not widely debated, it was suggested by 
a number of delegates that OAS and GIS levels need to 
be raised. There was some disagreement however, on 
which of OAS or GIS should be increased. Emphasis 
was placed on OAS and GIS, with the possible assis- 
tance of provincial supplements, as the way of dealing 
with the income problems of the current elderly. 

Several other comments concerning OAS and GIS 
are worth recording at this juncture. The point was 
made by several delegates that, in future, income re- 
placement from public and private sources should at 
least be sufficient to remove the need for GIS for retirees 
with a long work history. Other delegates expressed 
concern about the fact that the combined tax back rate 
on GIS and provincial supplements serve as a disincen- 
tive to low-income workers to provide for their own 
retirement. Finally, some delegates expressed a prefer- 
ence for increased OAS benefits as opposed to increased 
CPP benefits. 

The subject of coverage as it relates to income re- 
placement gave rise to a good deal of lively debate and 
disagreement. There was, however, a common point of 
departure in the discussion of the issue in the following 
respects: 


(1) income replacement was recognized as a valid objec- 
tive of the Canadian pension system; 

(2) pension coverage was recognized as a central issue 
in providing income replacement; and, 

(3) the existing OAS and CPP schemes were taken as 
given in discussing the issue—in other words, there 
was no question of eliminating the programs or re- 
ducing their benefit levels. 

In addition, there was widespread agreement that 
some level of pension coverage needs to be universal, 
and also that special groups such as part-time and sea- 
sonal workers have particular problems in the area of 
private pension coverage. However, it should be added 
that while this generalization was widely expressed and 
generally not debated it is not entirely consistent with 
some of the views that will be reported later on in this 
report. 

A number of delegates also expressed the view that 
the question of coverage had to be looked at in relation 
to both coverage through time and the quality of 
coverage. However, this point was not widely debated. 

There was general agreement among the delegates 
too, that the responsibility of government to provide or 
mandate pension coverage for purposes of providing 
replacement income is limited to incomes up to a certain 
level of pre-retirement income. Most delegates cited the 
Average Industrial Wage as the relevant upper limit. 
But, there was a significant expression of opinion that 
this upper limit should be as high as 1.5 times the Aver- 
age Industrial Wage. Beyond the upper limit—whatever 
it might be—the general view was that voluntary ar- 
rangements of a group or individual nature would take 
care of pension coverage. 

Bearing in mind that the OAS and CPP with their 
current levels of benefit were taken as given, most of the 
time and energy in the workshop debates focused on 
what needed to be done to provide adequate coverage 
below the maximum income level just referred to. Sev- 
eral schools of thought emerged on this issue: 

@ some delegates argued that when it has matured, the 
existing voluntary private coverage, coupled with 
OAS and CPP, already provide adequate coverage for 
those choosing to take advantage of it; 

@ others argued that this voluntary coverage assisted by 
increased tax incentives and awareness programs that 
demonstrate the need for pension coverage are capa- 
ble of providing adequate coverage; 

® on the other hand, some delegates argued that volun- 
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tary coverage will never be adequate and therefore a 
legislated program of private coverage is required; 
and finally, 

® some delegates argued that pension benefits available 
from the CPP/QPP should be increased. 

Each of these views had strong supporters and 
none claimed an overall majority support. The only one 
that can be identified as having minimal support is the 
view that coverage is already adequate below the upper 
income limit referred to a few moments ago. It should 
also be noted that these schools of thought sometimes 
had subtle variations. 

This is especially true of the legislated private pen- 
sion proposals some of which include “opt-out” 
proposals for existing private plans, and others of which 
would have provided for compulsory employer plans 
but voluntary employee participation. Minimal discus- 
sion was given to the possibility of an increased C/QPP 
benefit with the right of private plans that meet certain 
standards to “opt-out”. 

Within the workshops themselves, there were few 
instances of delegates changing from one school of 
thought to another. The proponents of both voluntary 
and compulsory private coverage tended to be drawn 
most heavily from the employer groups, financial in- 
stitutions and the pension industry. Within this group 
there was a tendency to state an order of preference for 
either voluntary private coverage or mandatory private 
coverage as a first choice, and the other second. There 
was a minority view that expressed a preference for vol- 
untary private coverage first, and increased C/QPP 
benefits second. Expanded C/QPP benefits were sup- 
ported by labour delegates and to a less pronounced 
degree by many delegates from pensioners’ and 
women’s groups. 

- The issue that separated the supporters of volun- 
tary private coverage from the supporters of mandatory 
programs in either the public or the private sector was 
primarily philosophical. The supporters of voluntary 
coverage viewed any form of increased mandatory 
coverage as being in conflict with the principle of indi- 
vidual or group responsibility for providing for their 
own retirement income. They also share the concern 
expressed by the supporters of mandatory private plans 
with the economic and financial consequences of an ex- 
panded C/QPP. 

The supporters of mandatory private pensions of 
the savings variety view their proposal as representing a 
compromise on the question of individual respon- 
sibility. In this regard, they view the choice of 
investment vehicles for mandatory savings as a reflec- 
tion of the individual's responsibility for providing their 
own retirement income. Others viewed this choice of 
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investment vehicles as a source of substantial inequities — 


in the benefits to which workers with identical earning 
histories would become entitled. 

The issue that divides the supporters of mandatory 
private plans from the supporters of expanded C/QPP 
benefits is primarily economic and financial. It does not 
relate to the claim of the supporters of expanded C/QPP 
benefits that these programs can deliver universal bene- 
fits in a quicker and a more equitable way than 
mandatory private plans. The two groups disagree on 
the relative cost of the two approaches to providing pen- 
sion benefits and to the willingness of the population to 
bear the future pay-as-you-go cost of an expanded 
C/QPP. They also disagree on the potential problems 
posed by the accumulation of any fund that might ac- 
cumulate under the C/QPP in terms of government 
financial control of capital markets and the financial 
soundness of the plan. Supporters of an expanded 
C/QPP tended to deal with it as a pay-as-you-go plan 
and generally did not express a concern about govern- 
ment control of any fund that might accumulate under 
the C/QPP. However, some supporters of an expanded 
C/QPP did raise the possibility of revising the rules gov- 
erning investments from the CPP Investment Fund so 
that some of the money from this source would be chan- 
nelled into private capital markets. 

As the foregoing remarks will have revealed, the 
workshops gave rise to a great deal of controversy as to 
the role governments should play in inducing, mandat- 
ing or providing increased pension coverage. Opinions 
were sharply divided throughout the discussions and 
there was very little movement toward a consensus. On 
the positive side, the discussions did make it possible to 
clarify the issues that separate the various schools of 
thought. 


Robert Baldwin is National Representative, Research and Leg- 
islation Department of the Canadian Labour Congress. 
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Report of Workshops on Women and Pensions 


Monica Townson 


I shall now attempt the impossible. In the space of ten, 
or at the most fifteen minutes, lam going to summarize 
discussions that took place in 16 workshops on the sub- 
ject of women and pensions. According to my 
calculations, that’s more than 21 hours of talking time, or 
about three full working days’ worth of discussions, de- 
bates and altercations. So if the quickness of the hand 
deceives the eye—so to speak—you must forgive me. If 
I missed out some important point that somebody 
made, it was probably not intentional. And there will be 
an opportunity for you to get clarification on any issue 
that needs it after I’ve made this presentation. 

You'll notice that I said any errors or omissions 
were probably not intentional. While I have tried, in 
writing this report, not to let my own biases creep in, 
the subject of women and pensions is one about which I 
care very much. And I must confess that it wasn’t easy 
for me to sit in on some of the workshops and not be 
able to get involved in the discussion. But my role this 
morning, as I understand it, is to act as a kind of conduit 
for the views expressed by all the participants at this 
Conference. So while I personally may not share many 
of those views, I shall do my best to remain an unbiased 
observer. So here goes: 

As you can imagine at a conference like this, it 
would be remarkable if there were any consensus on 
solutions to the problems of pensions for women. There 
was not even agreement on what those problems 
were. . . but more of that later. On one thing there was 
virtually unanimous agreement from all workshops. 
That is, something must be done immediately to im- 
prove the desperate situation in which the majority of 
elderly women in Canada find themselves today. It was 
generally agreed that that action should be to increase 
the Old Age Security/Guaranteed Income Supplement 
so that the combination of those two amounts would 
give an individual alone an income above the poverty 
level. While some would be in favour of increasing the 
basic OAS, most people advocated an increase in the 
means-tested GIS. Again it was virtually unanimous 
that this should be a top priority for the federal govern- 
ment as far as the retirement income system is 
concerned. 

Once discussions moved away from what can be 
done for women who are already retired, consensus 
seemed to disappear. Last night at the banquet we heard 
this Conference compared to the launching of a ship. 
While the Minister said she hoped that ship would not 


turn out to be the Titanic. 

When I was thinking how to summarize the discus- 
sions of women and pensions, it seemed to be more a 
case of paddle your own canoe, or rather let your hus- 
band do it for you. If you don’t have a husband, then it 
may be a case of sink or swim. It was clear to me that in 
trying to reform the pension system for women, we 
may well be ona slow boat to China. 

The discussion of women and pensions in most of 
the workshops focused on women as survivors and 
women as homemakers. Not many people wanted to 
consider women as plan members— perhaps they 
thought that this would be addressed in the workshops 
on coverage. 

On the question of homemakers, there seemed to 
be general agreement that those who raise children 
should be covered by the retirement income system. But 
there was no consensus on how this should be done. 
There was virtually unanimous support for the child- 
raising drop-out provision now in the Quebec Pension 
Plan to be included in the Canada Pension Plan. But 
many felt that similar provisions would not be possible 
in private pension plans. One suggestion was to allow 
an employee who leaves the labour force to raise chil- 
dren to buy back those years of service when she 
returns to work. But this would only apply if the worker 
returned to the same employer. Another participant 
thought that withdrawal from the labour force for child 
bearing or child rearing could be treated in the same 
way as disability under the private pension system and 
that the employer could also be expected to contribute 
to a pension during this period of time. 

For women who do not return to the labour force 
after having children, there was no general agreement 
on what could be done to include them in a retirement 
income system. The only thing on which almost every- 
one agreed was that voluntary contributions to the CPP/ 
QPP were not a good idea. Many people felt that 
“motherhood” was the most important job that women 
do and, as one participant said, “We should compensate 
the mothers of today for bringing up the pension con- 
tributors of tomorrow.” 

But there was some nervousness about imputing a 
wage to homemakers as a basis for calculating what pen- 
sion they should get. Some felt that homemakers should 
be taken care of through the universal OAS/GIS and 
others said that if they all got survivor's benefits, the 
problem would be solved. There was not too much dis- 


103 


cussion of how these women would be provided for if 
divorce intervened before the survivor's benefits came 
into effect. In this case, the feeling seemed to be that the 
splitting of pension credits on divorce would get around 
the problem. 

There was a fair amount of discussion about the 
splitting of pension credits. Some expressed the view 
that the reason so few spouses are making use of the 
pension credit splitting provision in the CPP may be 
because women are getting divorced at younger ages 
when pensions are not a major concern and they have 
little income at divorce so they may trade off their pen- 
sion rights for a cash settlement. There seemed to be no 
general consensus on the splitting of pension credits in 
private plans. Some felt that an accumulation of pension 
credits should be regarded as “family assets” and di- 
vided at the discretion of the courts and several made 
the point that most courts would have the good sense 
not to divide up pension credits in this way because it 
was too complicated. Others said that pensions should 
be regarded as deferred wages and should be consid- 
ered as funds from which maintenance payments could 
be met at retirement age. 

Much of the discussion in all of the workshops 
focused on survivor's benefits. The implicit assumption 
seemed to be that a wife would probably not have any 
pension entitlement in her own right, although one par- 
ticipant had no objection to a wife who was getting her 
own retirement pension getting a survivor's benefit 
through her husband's plan as well. Some people made 
the point that many private plans do provide survivor's 
benefits but employees seldom opt for them because it 
means a lower retirement pension. Others said that em- 
ployers resist union attempts to bargain for spouses 
benefits because it costs more. 

Almost everyone favoured mandatory survivor's 
benefits, and most said they should be at least 60%. 
Some suggested a joint and survivor benefit with the 
possibility of sign-off if both spouses agree. 

One or two participants pointed out that manda- 
tory survivor's benefits should not be regarded as a 
panacea for women’s pension problems. And another 
expressed the view that the discussion failed to take 
account of the marital transformation now taking place. 
A man may leave his wife to live with another woman. If 
there is no divorce, the wife is still entitled to survivor's 
benefits, but he may live longer with the second 
woman. Representatives of women’s groups argued that 
women should have pensions in their own right and not 
as dependents of someone else. 

There was quite a bit of discussion of the fact that 
many women work part-time and a feeling that part- 
time work may increase in importance for both men and 
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women. There seemed to be general consensus that 
part-time workers should be able to participate in pri- 
vate pension plans. But others said that part-time 
workers would not be willing to give up any of their 
salary to contribute to a pension plan—in fact some said 
that women workers in general did not want to partici- 
pate in pension plans. It follows that if the private 
pension system is to include part-time workers, only 
mandatory or non-contributory plans will be effective. 

Some cautioned against mandatory private pension 
plans on the grounds that women would not be able to 
afford to participate in them because of low salaries. 

And the question of salaries came up in many of the 
workshops. Many felt that the inadequacy of women’s 
pensions reflected the inadequacy of women’s salaries, 
but at the same time there were those who thought that 
equal pay for work of equal value was not a valid strat- 
egy for improving women’s salaries. 

Problems of vesting, portability and coverage were 
not seen as having too much to do with women, al- 
though some concern was expressed about vesting 
where there is discontinuity of service—for example, 
because of child-rearing. 

On the subject of money purchase plans and 
whether or not women and men who had made the 
same contributions should receive the same benefits 
when they purchase a pension—there was some quite 
heated discussion about unisex mortality tables and 
other ways of providing equal benefits for women with- 
out requiring them to make higher contributions. Some 
of the actuaries present said they would not be opposed 
to the use of unisex tables if the same table of mortality 
rates were mandatory for all plans. 

A recurring theme through all the discussions was 
that if there are problems for women in the retirement 
income system, they are “social” problems and not pen- 
sion problems. “We can’t use an economic system to 
deliver social goals.”, said one participant. “Federal and 
provincial governments should issue some statement of 
their position on homemakers.”, said another. “Women 
in the home are a social issue.”, said a third. Many 
argued that society cannot afford to make adequate 
provisions for those in need. If housewives are going to 
get something, what about the disabled and people who 
do volunteer work and so on? Although some others 
made the point that society cannot avoid the cost of 
supporting in their old age those without earnings be- 
fore retirement. 

The representatives of women’s groups asked for 
some proposals from the pension industry for provid- 
ing decent pensions for women. The discussion of what 
the private sector could do to improve the situation for 
women focused on survivor's benefits and the extension 


of coverage to part-time workers. Many participants ex- 
pressed the view that improvements to public programs 
would be the most effective means of achieving pension 
equity for women. 

_ So there you have it. I will refrain from comment— 
except to point out that several of the workshops dis- 
cussing women and pensions had no representatives of 
women’s groups in them. Some way must be found now 
of involving women themselves in the discussions of 
their retirement income provisions. Perhaps through a 
series of regional conferences on the subject of women 
and pensions. If this Conference represents the launch- 
ing of a ship then we must make sure we don’t sail off 
into the sunset leaving half the crew behind on shore. 


Monica Townson is Chief of Public Communications at the 
Economic Council of Canada. 
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Report of Workshops on 


Portability, Vesting and Locking-in 


Robert Granger 


It gives me great pleasure to present the report of the 
workshop discussions on the vesting, locking-in and 


portability of contributions to this Conference. 


Without a doubt, the style of this presentation 
would be better in my mother tongue but, since I re- 
ceived the reporters’ notes in English, I will give my 
report in English. 

As was anticipated, it has been very difficult to con- 
fine the discussions during the workshops to the topics 


assigned. Admittedly, it is sometimes impossible to dis- 


cuss one aspect of pensions without making reference to 
broader concepts. 

Inasmuch as this difficulty was experienced in all 
workshops, I will try, to the extent it is not relevant, to 


_ limit my remarks to vesting, locking-in and portability. 


Views expressed in our workshops on other aspects of 
pensions such as coverage, women and pensions, and 


protection against inflation have been or will be more 


appropriately covered by my colleagues in their respec- 


ge os. 


tive presentations. 

Before starting, I should stress that vesting, lock- 
ing-in and portability were discussed by delegates in the 
context of a non-mandatory plan. The conclusion 
should, therefore, be regarded as objectives for private 
pension plans. I should also point out that there was 
unanimous agreement that vesting, locking-in and por- 
tability provisions of pension plans had to be improved. 
However, there was no unanimity as to the manner and 


_ the degree at which these changes must be carried 


through. 

There is a strong consensus in favour of improved 
vesting provisions. The objective is to move pro- 
bressively toward full and immediate vesting over a 
relatively short period of time, with perhaps an initial 
move to five years or less of service as a requirement. 

The administration of small vested benefits engen- 
ders serious problems which have been recognized. A 
short eligibility requirement for joining a pension plan, 
such as one year, appears to provide a partial solution to 
this problem. However, it causes other problems for em- 
ployees with short periods of employment and part- 
time employees. In these latter instances, it might be 
appropriate to adopt the concept of “cumulative service” 
to satisfy eligibility requirements. 

There is also consensus on the following items: 


@ Service alone should be considered as the criterion for 
vesting. 
Age is not a factor and this is particularly applicable in 
the case of women on account of their work pattern. 

@ Vesting without updating is meaningless. 

There were also questions as to the appropriateness 
of vesting and-of pension plan membership in the case 
of young people. 

The views of delegates on the locking-in of pension 
contributions parallel the views already expressed on 
vesting. The move should be toward full and immediate 
locking-in and changes should be implemented simul- 
taneously with changes in vesting requirements. It is 
generally felt that vesting without locking-in is useless 
and that the withdrawal of pension contributions 
should only be permitted in extreme cases such as 
disability. 

Earlier in the discussion with respect to immediate 
and full vesting, a short eligibility period for joining 
pension plans, such as one year, was suggested as a 
partial solution only to the administrative nightmare that 
plan sponsors would experience as a result of large in- 
creases in the number of small vested benefits. 

There is a strong support for a more complete solu- 
tion to this problem through portability. Idealistically, 
benefits should be transferred from the pension plan of 
the former employer to the pension plan of the new 
employer under the terms of reciprocal agreements. 
Considering the differences in the pension plans of vari- 
ous employers and the reluctance of plan sponsors to be 
forced to accept new pension liabilities with respect to 
new employees, locked-in RRSP’s are perceived by the 
majority to be the best possible route to take. The crea- 
tion of a central agency requiring the establishment of a 
new bureaucracy appears unnecessary considering that 
RRSP’s as a vehicle for such investments are already 
available. Contributions transferred to a locked-in RRSP 
could not be withdrawn until age 60. 

It is perceived by many delegates that RRSP’s would 
at least grow. There is, however, a view that these 
RRSP’s should be regulated as to permissible types of 
investments in order to ensure preservation of capital. 

There is no support for leaving contributions in the 
pension plan of a former employer unless it provides for 
some form of updating. 

There is a consensus that employer contributions 
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should form part of the amount to be transferred. There 
was no specific indication as to what this percentage 
should be. 

It was suggested that transfers of benefits to a Reg- 
istered Home Ownership Savings Plan (RHOSP) be 
considered just as if it were an RRSP. 

The establishment of multi-employer pension plans 
within an industry must be encouraged. These plans 
generally provide excellent portability features within 
the industry. 

There were strong views that an expanded Can- 
ada/Quebec Pension Plan (C/QPP) would solve many of 
the problems relating to vesting, locking-in and por- 
tability. There were equally strong views that an 
expanded C/QPP would create other serious problems. 

There was also the expression of a wish that greater 
uniformity in pension legislation be a priority for pen- 
sion authorities. 

It was recognized in some workshops that changes 
should not be applied retroactively because of cost im- 
plications and problems of equity. 

Finally, there is great concern as to the costs associ- 
ated with these proposed changes. It is accepted by 
almost everyone that pensions are no longer a reward 
for long service but deferred wages. Inasmuch as the 
ultimate objective of providing a pension at retirement 
has not changed, the approach is totally different. This 
evolution may impact on the design of our pension 
plans if these programs must continue to fulfill a useful 
role. It is generally accepted that in the process of adapt- 
ing to current social needs, new costs will have to be 
faced. 


Robert Granger is Special Assistant to the Vice-President, Ad- 
ministration, Canadian Pacific Limited. 
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James Paterson 


James Paterson 


With one notable exception we had very lively discus- 
sions on the inflation protection topic. The discussions 
covered both the philosophical and practical aspects of 
e problem. For example, participants spoke of the 
needs of pensioners and their rights as well as the alter- 
native approaches to provide inflation protection and 
the costs. 

In the short time available, we will concentrate 
more on the practical problems of what should be done 
rather than on why it should, or should not, be done. 

Several groups discussed the alternative of increas- 
ing C/OPP benefits rather than or in addition to 
providing more inflation protection in the private sector. 
__ Referring to private pension plans, there was broad 
general agreement that there should be some form of 
inflation protection provided on a more widespread 
basis than exists today. 

Several approaches to inflation protection were dis- 
cussed. The approach which generated the most 
discussion and received the most support was the “ex- 
cess interest” approach. Several participants, however, 
advocated “ad hoc” pension adjustments. Advantages 
cited were flexibility and the ability to concentrate bene- 
fit improvements where they are most needed. Other 
__ proposals, such as the direct indexing to CPI and the 
Inflation Tax Credit proposal generated considerably 
less discussion. The Inflation Tax Credit was criticized 
on the grounds of both cost and suggested design flaws. 

It will be helpful to define the term “Excess Interest 
Indexing” here. This is a scheme under which the actual 
investment earnings on pension fund assets held on 
behalf of pensioners, over and above a “floor rate”, are 
used to provide a lifetime increase in the pensions pay- 
able from the fund. In its “pure” form, the “floor rate” is 
equal to the “real” long-term rate of return, net of infla- 
tion, which can vary from less than 2% per annum to 
more than 4% per annum, depending on type of se- 
curity—3% is acommonly suggested “floor rate”. To 
illustrate this formula, if 1981 produced a 12% inflation 
tate and the pension fund earned 16%, the “excess inter- 
est” would be 16% minus 3%, or 13%. Under these 
_ circumstances, all pensions would be adjusted for 1982 
by 13%. However, if the fund had earned only 14%, the 
pension adjustment would be 2% lower or 11%. For this 
formula to work, it is necessary for actuaries to value the 
pensioner liabilities for basic pensions at an interest rate 
not exceeding the “floor rate”, since the investment earn- 
ngs above the “floor rate” are already committed to 
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finance the pension increases. 

Many practical concerns with “excess interest 
indexing” were identified, such as the volatility of in- 
vestment returns, and the fact that some of the 
inflationary investment earnings (i.e., up to 6% or 7%) 
have already been committed to finance improved basic 
benefits at retirement for current workers and 
pensioners. 

Many participants suggested that the CPI was not 
representative of pensioner expenditures. Others 
pointed to recent studies which show little difference 
between pensioners and the general population on rates 
of loss of purchasing power. A few observers suggested 
that pensioner needs decline with age but this did not 
receive broad agreement. Many observers emphasized 
the need to fight inflation, not just to adapt to it. Some 
participants feared that implementation of pension ad- 
justments would reduce the public will to fight inflation. 

There were many opinions but there was no con- 
sensus as to whether or not the proposed inflation 
protection measures should be voluntary or mandatory. 
A number of proponents of voluntary inflation protec- 
tion measures felt that mandatory inflation protection 
would be appropriate for mandated pensions. It was 
noted by some that, when left to their own choice, most 
Canadians appear to select a higher initial pension or 
annuity payment without indexing in preference to a 
smaller payment with contractual escalation built in. 

Several participants suggested that inflation protec- 
tion should not be required on all earnings or on all 
pension benefits; perhaps only on benefits up to a cer- 
tain percentage of replacement income and up toa 
moderate earnings level. 

Those groups which discussed it generally felt that 
substantial inflation protection should be provided to 
deferred vested pensions prior to retirement. Some par- 
ticipants suggested that employee and employer funds 
be transferred to locked-in RRSP’s. Several suggested 
parallel treatment of deferred pensions and pensions in 
pay. There was little discussion of inflation protection 
for active employees. 

Some groups noted the difficulty of shifting the fi- 
nancing of our present defined benefit system, from 
benefits financed on the anticipation of 6% or 7% long- 
term interest rates, to a new system of financing with 
“real” interest rates in the neighbourhood of 3%. Some 
felt that the changes should apply only to future service 
benefit accruals. Others suggested that gradual transi- 
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tional arrangements should be considered. 

Several groups felt that any increased costs of 
providing inflation protection should be shared in some 
manner by employees and employers. A number of ob- 
servers suggested that most of the increased employer 
costs would be reflected, sooner or later, in reduced 
direct compensation or reduced employee benefits. Sev- 
eral groups also felt that benefit levels in many pension 
plans may have to be reduced, if benefits are to have 
inflation protection mechanisms built in. It was recog- 
nized that a reduction in benefits would require a great 
deal of public education. Several observers felt that ben- 
efit reductions were not feasible; that they would be 
unacceptable to employees. 

Several speakers expressed serious concern over 
the additional costs involved in providing meaningful 
inflation protection. Some also expressed serious con- 
cern over requiring employers to assume both the 
investment risk and the inflation risk. Others expressed 
concern over the shifting of investment and inflation 
risk on to the shoulders of the pensioner under the “ex- 
cess interest” approach. 

The foregoing summary is an accurate and substan- 
tially complete digest of the discussions which took 
place in the 16 “Inflation Protection” workshops. 


James Paterson is a Consulting Actuary at Paterson, Cook 
Limited. 
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Glossary of Expressions 


The following definitions are extracted from the “Glossary of 
Expressions” included in the report “The Retirement Income 
System in Canada: Problems and Alternative Policies for 
Reform” prepared for the Government of Canada by the Task 
Force on Retirement Income Policy. 


Actuarial Assumptions 

Factors which enter into the calculations of pension 
costs, e.g. mortality rates, employee turnover, salary 
levels, investment earnings, etc. 


Ad Hoc Adjustments 
Adjustments of pensions-in-pay or of accrued benefits 
on an irregular, non-contractual basis. 


Annuity 

A payment of money under a contract commencing at a 
predetermined time or event and made annually or at 
more frequent intervals, either during the continuance 
of a given life or a combination of lives, or for a specified 
number of years. 


Average Wages and Salaries (AWS) 


Average earnings for the Industrial Composite as mea- 
sured by Statistics Canada and reported in catalogue 72- 
002 Employment, Earnings and Hours. The Industrial 
Composite does not cover all employment. Firstly, only 
firms hiring 20 or more employees in any month of the 
year are included in the survey. Secondly, agriculture, 
fishing, trapping, non-commercial services, and public 
administration and defence are not covered. In 1976, the 
Industrial Composite was estimated by Statistics Can- 
ada to cover some 53% of total estimated employment. 


Benefit 
A general term applied to any form of payment which 
may be made to a person under the terms of a pension 
plan, depending on the circumstances. 


Benefit Formula 

A provision in a pension plan which establishes the 
method whereby the amount of an employee’s pension 
is to be calculated, the amount being determined by 
multiplying either some fraction of the employee's earn- 
ings, or a fixed dollar amount, by the years of service 
under the employer's pension plan. For examples see 
Unit Benefit, Career Average, Flat Benefit and Final 
Average Formulae; see also Defined Benefit and Money 
Purchase Plans. 


Best Average Benefit Formula 


A benefit formula where the earnings component is the 
average level of earnings during a certain number of the 
highest paid years. 


Career Average Benefit Formula 


A benefit formula where the earnings component is an 
employee’s average earnings during the whole period of 
his coverage under the plan. For example, the pension 
might be one-fiftieth of each year’s earnings (i.e. 2% of 
his average earnings over all the years of coverage under 
the plan multiplied by the number of years of service). 


Cash Withdrawal (Return of Contributions) 

The taking of a refund of his contributions by an em- 
ployee whose membership in a contributory pension 
plan has terminated. 


COFIRENTES + 

Comité d’étude sur le financement du Régime de rentes du 
Québec et sur les régimes supplémentaires de rentes. The pen- 
sion review committee appointed by the Government of 


Québec. The committee’s report was made public on 
March 14, 1978. 


Compulsory Plan 
A pension plan which eligible employees must join as a 
condition of employment. 


Consolidated Revenue Fund Pension Plan 

A plan under which contributions are paid into, and 
benefits are paid out of, the Consolidated Revenue Fund 
of a government with no external investment of the 
funds being made, although the use of the contributions 
by the sponsoring government may involve the record- 
ing of them as debt and the payment of interest on that 
debt. 


Contributory Pension Plan 

A pension plan under which both the employees and 
their employer make contributions. The employees’ 
contributions are usually related to their earnings. 


Current Service 

Service by an employee as a member of a pension plan, 
which service is performed after the employee has be- 
come a member of that plan and is counted as service for 
the purpose of that plan. 


Death Benefit 

When applied to a pension plan, the sum of money paid 
in the event that a member of the pension plan dies 
before his pension has commenced. 


Deferred Annuity or Deferred Pension 


A life annuity payable at some future date to an em- 
ployee whose membership in a pension plan has 
terminated before the normal pensionable age (often 
age 65) of the plan. Payments usually commence when 
the former employee reaches that normal pensionable 
age. 


Deferred Profit Sharing Plan (DPSP) 

A profit sharing plan under which the employer contri- 
butions are deductible under the Income Tax Act but are 
not taxable in the hands of the employee until they are 
received. The employees may or may not contribute but, 
if they do, their contributions are not deductible under 
the Income Tax Act. A DPSP is commonly used as a 
money purchase pension plan. 


Deferred Retirement 
Retirement at a time later than the normal retirement 
age under a pension plan. 


Deferred Vesting 
See Delayed Vesting. 


Defined Benefit Formula 

A generic term for any benefit formula which specifies, 
for a given level of income and period of service, the 
amount of pension that may become payable. See De- 
fined Benefit Plan for an example. Career Average 
Benefit, Flat Benefit, Best and Final Average Benefit For- 
mulae are all of the defined benefit type. 


Defined Benefit Plan 

A pension plan which provides a pension whose 
amount is determined by a Defined Benefit Formula. An 
example of such a plan is a Final Average Plan where the 
pension is equal to the number of years of service, up to 
35, multiplied by 2% of the employee's average salary 
over the last five years of service (i.e. a maximum pen- 
sion of 70% of average salary over the last five years of 
service). 


Defined Contribution Plan 

A pension plan in which there is an undertaking to set 
aside funds ona specified basis (such as 5% of pay). 
Contributions may be made by the employer and em- 
ployees or by the employer alone. The amount of the 
pension payable is determined by the size of the capital 
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sum available in respect of an employee when his pen- 
sion is purchased. The size of the capital sum in turn 
reflects the pension contributions made by and in re- 
spect of the employee and the income which the 
contributions are deemed to have earned. 


Delayed Vesting 

Occurs when the employee does not gain a claim to the 
benefits accrued to the employee under the benefit for- 
mula until he has met some requirement, usually a 
prescribed period of service as a member of a plan, or 
attainment of a certain age, or both. See Vesting. 


Demogrant 


A benefit payment under a benefit system covering the 
entire population with eligibility for benefits being de- 
termined on demographic criteria such as age, resi- 
dence, etc., but not dependent on income either before 
or after the age of entitlement. For example, the basic 
benefits payable under the Old Age Security Act are 
demogrants. 


Early or Special Retirement Provision 


A provision in a pension plan under which a long ser- 
vice employee may retire with an unreduced pension 
before the normal pensionable age in the plan. An ex- 
ample of this is a provision which permits an employee 
with 30 years of pensionable service to retire after attain- 


ing age 55 under a plan with a normal pensionable age 
of 60. 


Employees Profit Sharing Plan (EPSP) 

A profit sharing plan under which employer contribu- 
tions are deductible for income tax purposes by the 
employer and declared as income by the employee. Em- 
ployee contributions are permitted but are not tax 


deductible. Payments out of the fund are generally tax 
free. 


Employer-Sponsored Plans 

All pension plans offered by employers, whether in the 
private sector or the public sector, including govern- 
ments, government agencies, etc. (In order that the 
plans may be registered for income tax purposes, em- 
ployers must make contributions to such plans). 
Although all “employer-sponsored pension plans” are 
not “Registered Pension Plans”, terms are often used 
interchangeably. 


Excess Earnings 
See Inflationary Earnings. 


Experience Deficiency 

A deficiency in the assets of a pension plan at the effec- 
tive date of an actuarial review which is attributable to 
differences between the actuarial assumptions as to fu- 
ture experience decided on at the time of the preceding 
actuarial review and the actual experience in respect of 
those assumptions between the two reviews. 


Final Average Benefit Formula 

A benefit formula where the earnings taken into acount 
are the average level of earnings in the last few years 
before retirement. The number of years used in calculat- 
ing the average varies, usually in the range from three 
to ten years. See also Final Earnings Benefit Formula. 


Final Earnings Benefit Formula 


A benefit formula where the earnings taken into ac- 
count are those in the pay period (usually a year) 
immediately before retirement. See Final Average 
Benefit Formula. 


Fixed Benefit 


A pension whose amount is not increased for longer 
service or larger income. Usually payable only to those 
with a minimum period of service. A minimum pension 
resembles a fixed benefit. 


Flat Benefit Formula 

A benefit formula which provides a fixed (or flat) 
amount of pension for each period such as a month’s or 
year’s service, irrespective of the level of earnings of a 
plan member. 


Full Vesting 


The employee's right to the benefits attributable to all 
benefits accrued under the benefit formula, on termina- 
tion of employment before retirement, usually in the 
form of a deferred pension payable at normal pension- 
able age, as distinct from Partial Vesting and Graded 
Vesting. See Vesting. 


Fully Funded 


When applied to a pension plan, means a pension plan 
that at any particular time has sufficient assets to 
provide for the payment of all pension and other bene- 
fits required to be paid under the terms of the plan in 
respect of service rendered by employees and former 
employees prior to that time. 


Funding 


Involves the orderly accumulation of assets, during the 
working lifetime of a group of employees which, to- 
gether with the earnings of the assets, are expected to 
provide all pension, death and other benefits in respect 
of that group as they become payable in the future. See 
Consolidated Revenue Fund Pension Plan, Insured Pen- 
sion Plan, Trusteed Pension Plan. 


Funding or Funded Ratio 
The ratio of the assets in a pension fund to the total 
liabilities of that fund. 


Going Concern 

When applied in relation to a pension plan, etc., means 
that the plan is not expected to be terminated or wound- 
up for an indefinite period of time. 


Guaranteed Annuity 

An annuity which will be paid for a specified period of 
time in any event and after that period for as long as the 
annuitant lives, e.g. under an annuity of $2,000 guaran- 
teed for five years where, if the annuitant dies after 
three years, the annuity will continue to be payable to a 
beneficiary for two years. 


Income-Tested Pension Plan 

A public pension plan whose benefit payments are 
lower the higher the income of the recipient, e.g. the 
Guaranteed Income Supplement payable under the Old 
Age Security Act. 


Indexing 


The automatic adjusting of pensions-in-pay, or accrued 
pension benefits, in accordance with changes in an in- 
dex such as the Consumer Price Index. This is to be 
distinguished from Ad Hoc Adjustments. 


Inflationary Earnings 

That portion of the return earned on the investment 
portfolio of a pension fund that is in excess of the rate of 
return assumed in the absence of inflation. 


Insured Pension Plan 

A plan under which an employee’s benefits are pur- 
chased with the contributions of either or both the 
employer or employee when those contributions are re- 
ceived by the insurance company or other underwriter 
legally authorized to sell annuities. 
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Joint and Survivor Annuity 

An annuity payable until the death of the retired em- 
ployee (principal annuitant) and continuing thereafter 
in full or (usually) in part, during the life of a surviving 
person (joint annuitant) such as a widow or widower. In 
some cases the annuity is reduced on the death of either 
the employee or the joint annuitant. 


Locking-In 

A requirement under legislation that an employee’s and 
his employer's contributions on his behalf made to the 
pension plan after a certain date cannot be forfeited or 
paid as a cash withdrawal if the employee, on termina- 
tion of employment, has attained a certain age and/or 
has completed a certain period either of service or of 
plan membership. For example, under the federal Pen- 
sion Benefits Standards Act, contributions made since 
September 30, 1967 are locked-in after the employee has 
attained 45 years of age and has completed 10 years 
either of service or of plan membership. 


Means-Tested Pension Plan 

A public pension plan whose benefits are reduced as 
the current income and asset position of the recipient 
increases, e.g. the Old Age Pension Act of 1927, and the 
Old Age Assistance Act of 1951. 


Money Purchase Plan 

The most common form of defined contribution plan 
described above under which contributions made at the 
rate specified in the plan are placed to the credit of each 
member and the pension is whatever amount those con- 
tributions plus their earnings will provide. 


Multi-Employer Plan 


A pension plan covering employees of more than one 
employer. 


Non-Contributory Plan 
A pension plan in which all contributions are made by 
the employer. 


Normal Pensionable Age 


The earliest age at which a member of a pension plan 
may receive an unreduced pension or annuity on termi- 
nating employment for any reason other than disability. 


Normal Retirement Age 


The age at which employees normally retire from the 
service of the employer. 
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Past Service 

Service by an employee that is recognized for the pur- 
pose of a pension plan but performed before the 
employee became a member of that plan. 


Past Service Liability 


A liability assumed by an employer in respect of benefits 
with respect to service rendered by employees before 
the introduction or amendment of a pension plan, 
whichever is relevant. 


Pay-As-You-Go 

When applied to a pension plan, a system of financing 
under which payments are made from ordinary current 
revenues or other sources external to the plan, there 
being no assets set aside explicitly for meeting its 
obligations. 


Pension 

An annuity, or in some cases a similar but non-con- 
tractual payment, paid to a retired employee. The term 
‘pension’ is also applied rather than ‘annuity’ to the 
regular payments made under public pension plans 
where no contract has been entered into for the pay- 
ment of a specific amount of annuity. See Annuity, Joint 
and Survivor Annuity. 


Pension Benefits Standards 

The requirements which a pension plan has to meet 
under the federal Pension Benefits Standards Act and 
similar provincial legislation. 


Period of Deferment 

The period, prior to commencement of pension, during 
which a deferred annuity is in force. The period ends 
either when the annuity starts to be paid, or whena 
death benefit becomes payable in lieu of an annuity. 


Plan Termination 

Discontinuance of an employer-sponsored pension plan 
by direct or indirect action, including bankruptcy of the 
employer. There are various requirements under Pen- 
sion Benefits Standards legislation designed to protect 
the position of members of the plan when this occurs. 


Portability 

The word portability may be used in two quite different 
senses. The first refers to the vesting provisions (de- 
fined below) which grant to an employee the right to the 
portion of the deferred pension benefit that has accrued 
under the benefit formula. The second use is in relation 
to arrangements for the transfer of pension credits 
whereby an employee’s pensionable service with a prior 
employer can be included in calculating the pension to 
be provided by a subsequent employer. 


Private Sector Plan 


An employer-sponsored pension plan which is offered 
by an employer in the private sector. 


Profit Sharing Pension Plan 

A pension plan of the defined contribution type where 
the contributions are a function of the employer's prof- 
its. If it is registered as a pension plan under the Income 
Tax Act a minimum employer's contribution of 1% of the 
remuneration of employees covered by the plan must be 
made each year. 


Profit Sharing Plan 


An arrangement under which payments computed by 
reference to profits from his business are made by an 
employer in trust for the benefit of his employees 
whether or not the employees contribute. 


Public Pension Plan (State Plan) 

A pension plan such as OAS or C/QPP provided by a 
government in its role as a government rather than in its 
role as an employer. 


Public Sector Plan 

An employer-sponsored pension plan which is offered 
by an employer in the public sector. For example, the 
plans for employees of federal, provincial and municipal 
governments, Crown corporations, school boards, etc. 


Registered Pension Plan (RPP) 

An employer-sponsored pension plan which, on meet- 
ing the requirements of the federal and provincial 
governments, has been accepted for registration 
(thereby qualifying for favourable tax treatment) under 
the Income Tax Act. 


Registered Retirement Income Plan 


A general term used to describe the various retirement 
income plans registered under the Income Tax Act 
including Registered Pension Plans, Registered Retire- 
ment Savings Plans, Deferred Profit Sharing Plans. 


Registered Retirement Savings Plan (RRSP) 


A savings for retirement plan approved under the In- 
come Tax Act whereby taxes are deferred on the 
contributions and the income they earn until the sav- 
ings are withdrawn. 


Return of Contributions 
See Cash Withdrawal. 


Terminal Funding 


A method of funding a pension plan whereby, instead 
of systematically building up a fund during the em- 
ployee’s period of service, the entire cost of providing a 
pension for each employee is paid into the pension fund 
at the time of that employee’s retirement from service. 
This expression may also be used to describe the pro- 
cedure when a plan is wound up or an employee with 
vested benefits terminates employment without retir- 
ing, and the contributions required to provide the 
vested benefits are provided. Funding of this type is not 
permitted under Pension Benefits Standards legislation. 


Termination 

A severance of the relation between employer and em- 
ployee, whether by deliberate withdrawal (quitting); by 
involuntary withdrawal owing to illness, accident, dis- 
ability; or by discharge or lay-off not followed by 
rehiring. A generic term which includes severance for 
many causes other than death or retirement. See Termi- 
nation Rate. 


Termination Rate 

The proportion of employed persons of a given age that 
terminate their employment while they are of that age, 
for reasons other than death or retirement. The rates 
may be calculated with respect to (1) all those ona 
payroll, or (2) all those other than labour defined as 
casual, or (3) members of a pension plan only. (In non- 
contributory plans where most of the staff automatically 
become plan members, there may be no difference be- 
tween (1) and (3).) 
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Trusteed Pension Plan 

A pension plan under which funds for future pension 
payments are placed in the care of a trustee who invests 
the funds or purchases annuities from a company au- 
thorized to sell annuities. 


Unfunded Liability 
The amount by which the assets of a pension fund need 
to be augmented to ensure that the plan is fully funded. 


Unit Benefit Formula 


A defined benefit formula that provides a unit of pen- 
sion equal to a percentage of an employee’s earnings for 
each year of participation in the plan. For example, see 
Career Average, Final Average and Final Earnings Bene- 
fits Formulae. 


Universal Pension 
A public pension plan covering the entire population 
subject to certain conditions. See Demogrant. 


Updating of Deferred Pension 

The periodic increase by an employer, usually in accor- 
dance with either a price or wage index, of the amount 
of a deferred pension to which a former employee is 
entitled. 
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Vesting 


The employee’s right, on termination of employment 
before retirement under a pension plan, to all or part of 
the benefit that has accrued to the employee under the 
normal retirement benefit formula of the plan up to the 
date of termination of employment. The resulting bene- 
fit is usually paid under the plan as a deferred annuity 
at either the normal pensionable age or the normal re- 
tirement age. In the most limited context in which the 
expression is used, vesting means the acquisition by an 
employee, in the case of a defined benefit plan, of a legal 
claim to a deferred pension calculated according to the 
benefit and vesting formula of the plan. In the case of a 
defined contribution plan, vesting means the em- 
ployee’s acquisition of the legal claim to the percentage 
of the pension fund attributable to the employer's contri- 
butions in respect of that employee stipulated in the 
vesting formula. Although vesting must be 100%, or 
full, for employees who have attained age 45 with 10 
years of service or participation under plans subject to 
the federal and six provincial statutes on Pension Bene- 
fits Standards (see Locking-In) full or partial vesting 
may occur earlier, depending on the provision of the 
individual plan. Vesting more generous than required 
by legislation depends on the plan provisions. For ex- 
ample, if an employee with seven years of service leaves 
a contributory plan with a “five-year full-vesting” provi- 
sion, he usually has the choice of receiving a return of 
his own contributions (usually with some interest) ora 
deferred annuity based on the seven years of service. 
Under a plan providing for immediate vesting an em- 
ployee is immediately entitled to a full or partial benefit 
(Partial Vesting) accrued to him under the benefit for- 
mula and the vesting provisions of the plan. The 
expression Graded Vesting is used to describe an ar- 
rangement whereby there is a gradual progresson from 
no vesting through partial vesting to full vesting, of ben- 
efits accrued under the benefit formula. Graded vesting, 
for example, could provide 10% of the accrued benefit 
after one year, increasing uniformly to provide at the 
end of 10 years 100% of the benefit accrued according to 
the benefit formula. See Delayed Vesting, Full Vesting, 
Locking-In. 


